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OPEN AND REPRESSED INFLATION } 


I. INTRODUCTION 


One of the first essays I was set to write as an undergraduate 
at Cambridge was on whether economics is a science or an art. 
I do not think I can have written a very good essay, for I am sure 
that I had then not the slightest idea of what the question was 
really about. But the older I get the surer I become that 
economics, or at least applied economics, is much more an art 
than a science. The element of personal idiosyncrasy resides 
not so much in the effort to discern causal relationships between 
given phenomena, for much of this is a branch of logic or even 
of mathematics, as in the selection of phenomena which we 
choose to regard as significant. In the world to-day there are 
over 2,000 million persons, each with many sets of different 
relationships with other persons. Out of this enormous welter 
of many thousands of millions of partially related variables, with 
both the variables themselves and their relationships changing 
continuously, the applied economist has to select two or three 
(or if he is a mathematician perhaps six or even a dozen), between 
which he has to assume relationships which are reasonably stable ; 
and he has to select these variables in such a way that, for the 
particular period and purpose that he has in mind, he can ignore 
the effects of all the millions of others and draw practical con- 
clusions only from the few he has selected. Nor can he assume 
that the same choice of factors will remain relevant for long, 
even for the same type of problem. Old factors lose part of their 
relevance and new ones grow in significance, so that, even if by 
some miracle we are originally right in our choice of factors, we 
soon begin to drift into error unless we continuously revise our 
choice of relevant data. 

Is it then to be wondered at that economists are notoriously 
better able to foretell the past than the future? And is it any 
wonder that a dozen different economists, surveying the seething, 

1 Presidential Address to Section F of the British Association, delivered at its 


meeting in Liverpool, September 1953. 
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shimmering, continually changing complex of factors which con- 
stitutes our world, should each select a different combination of 
factors that seem to them of prime significance, just as a dozen 
different artists may see a dozen different significant patterns in 
the same landscape ? 

The highly simplified model which every applied economist, 
like every other human being, constructs for himself as an aid 
to the understanding of an infinitely complex real world, is there- 
fore an inevitably subjective creation, often inappropriate to 
others even for the limited purposes for which it was designed. 
Speaking for myself, I often think I find it easier to understand 
the real world, infinitely complicated though it is, than the simpli- 
fications of some of my colleagues whose models are not the same 
as mine, just as, say, Sir Alfred Munnings seems to find it difficult 
to understand the simplifications of Picasso, and perhaps vice- 
versa. 

Thus in putting before you to-day my own simplified model, 
devised for the particular purpose of examining problems of 
monetary inflation in Britain during the recent past, I cannot 
expect that everyone, or be sure that anyone, will find it useful. 
All that I can claim is that this is a way that I myself have found 
a useful one of looking at the world, and I am not altogether 
without hope that there may be some of my listeners who may 
find it useful too. 

What do we mean when we use the word “ inflation”? 
For some people it is merely a condition in which prices rise 
rapidly for a considerable time; but this definition is not only 
too wide but is also couched in terms of symptoms rather than 
of causes. For me, inflation is essentially a monetary pheno- 
menon, whereas a rise in prices can be caused by a fall in physical 
output as well as by changes originating on the monetary side. 
Nor for me is a rise in prices the essential characteristic of an 
inflation, although it is a normal symptom of it. I prefer to 
relate the phenomenon of an inflation to a rise in money incomes 
rather than in prices, and to define it in the first place as a con- 
dition in which money incomes, almost entirely personal money 
incomes,! show a persistent increase. This is still, however, not 
a sufficient definition, for a rise in personal money incomes, 
accompanied by a corresponding or faster increase in the quantity 


1 For completeness we should also include money received by the Govern- 
ment from the sale of services of Government property and used by it for the 
direct purchase of goods and services; but the amount involved is so small—in 
the United Kingdom about 2% of the gross national product—that for our 
present purpose it can be safely ignored. 
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of things to buy, so that prices do not rise, is not ordinarily called 
an inflation. We must therefore add to our definition that 
personal money incomes must not only be rising, but must be 
rising faster than personal real incomes. 

While this definition is formally satisfactory, not all the 
conditions to which it might apply would be regarded as unde- 
sirable. Even in the depths of a trade depression, with many 
factors of production unemployed, a recovery in output will very 
possibly be accompanied by a somewhat more rapid rise in 
money incomes and by some rise in prices; but a rise of, say, 
50° in money incomes accompanied by a rise of 49% in real 
incomes would be regarded by most people as a desirable step 
towards recovery, and would probably be classified, to use the 
jargon of the recent past, as “‘ reflation ” rather than “ inflation.” 
At the other extreme, even in an active boom with very few 
unemployed factors, a further rise in money incomes might very 
well (though by no means necessarily) be accompanied by some 
slight rise in real incomes; but in such conditions a rise of 50% 
in money incomes would undoubtedly be regarded as undesirably 
inflationary, even if it were accompanied by, say, a 1% rise in 
real incomes. How large a rise in real incomes would have to 
accompany a given rise in money incomes to make the inflation 
desirable is necessarily a subjective judgment, depending often 
on the personal circumstances of the observer; but in general it 
can be said that, especially when there are few unemployed factors, 
the faster money incomes rise the less likely will it be that real 
incomes will rise sufficiently to compensate for the disadvantages 
of inflation in the destruction of money savings, the arbitrary 
redistribution of wealth and income, and the distortion of the 
economic and often the corruption of the political system. 

While for me the essential element of an inflation is a rise in 
personal money incomes, its essential cause is that collectively 
the community overspends its income. If we like, we can divide 
expenditure into two rather arbitrarily defined parts, and call 
one consumption and the other investment. We can also, if we 
like, divide income into two parts, one part allocated to ex- 
penditure on consumption and the other called saving. Since 
the part of income allocated to consumption is by definition the 
same as the amount spent on consumption, any excess of ex- 
penditure over income is equal to the excess of investment over 
saving. Under present conditions, however, I am not sure that 
the alternative way of looking at the matter is not equally valid. 
Often to-day the first charge on income is not consumption 
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expenditure but contractual saving. Many income receivers 
first set aside the money for the insurance, for the contribution 
to the pension fund, for the repayment of the mortgage to the 
building society and for the hire-purchase payments, and only 
after they have made provision for these can they devote the rest 
to current consumption. If a man then overspends his income, 
is it not at least as true to say that he is spending on consumption 
more than he has left after providing for investment as that he 
is investing more than he saves? Perhaps the reason that we 
look at the phenomenon from the second of these points of view 
rather than from the first is that we have a familiar word for the 
margin of income left after providing for current consumption— 
we call it saving—while we have no such word for the margin 
left after providing for current investment. 

In any case, for my purposes to-day it will be more con- 
venient to look at the relationship between total income and 
expenditure rather than that between part of income and part of 
expenditure. But to look at the relationship between income 
and expenditure we shall have to extend still further the range 
of transactions we have to take into consideration. The ex- 
penditure we meet out of income is not gross but net expenditure 
—total expenditure minus all receipts which are not regarded as 
income. For my present purpose I want to take account not 
only of payments made out of income but of all payments, how- 
ever financed; I can therefore modify my definition of the cause 
of inflation from an excess of expenditure over income to an 
excess of total money payments over total money receipts. 

This definition, of course, at once brings us up against the 
difficulty that, since every payment immediately results in a 
corresponding receipt, receipts and payments are always equal. 
I think, however, that we can overcome this conceptual difficulty 
if we think of receipts as occurring, not quite simultaneously with 
payments, but an instant later. We can then get a lack of 
identity between payments and previous receipts ; for while every 
payment automatically creates a receipt, every receipt does not 
create a payment. Clearly this lack of identity between payments 
and previous receipts must relate to some fairly short period of 
time; the information that payments had been greater than 
previous receipts over the whole of the last fifty years would give 
us no guidance about the way money incomes were changing at 
the present moment. For this reason I have divided time up 
into a series of short periods of, say, one week or one month each. 
The first monetary transactions of each period consist of the 
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receipt of the personal incomes which have been paid at the end 
of the previous period; the last transactions of each period are 
the payments of the amounts which will constitute the personal 
incomes of the next period. (For the purpose of this discussion, 
personal incomes are defined as all receipts of money by persons 
which the recipients consider they can spend on current con- 
sumption, however defined, without consuming capital.) 

For all other transactions, both receipts and payments fall 
within the same income period. (This enables us, if we want to, 
to net out all non-income transactions, and makes the difference 
between expenditure and income the same as the difference 
between total payments and total previous receipts within any 
income period.) These other transactions include all payments 
to persons other than those which are regarded as income by the 
recipients, and all payments of every kind to businesses and 
governments. There is a little difficulty in the treatment of 
payments to proprietors of sole businesses: we must think of 
these as separating their personal accounts from those of the 
business, and paying themselves salaries out of their receipts only 
at the end of each income period. 

Now let me try to describe my own particular picture of the 
monetary system. Most pictures of this sort represent as a 
circular flow a limited type of monetary transactions—those 
relating to the national income—over a given period, usually a 
year. They thus omit not only the whole range of non-income 
transactions, but are unable to indicate changes through time in 
the volume and direction of the various flows; and it is just 
these changes which for our present purpose we are most interested 
in watching. My own approach is rather different. Concep- 
tually, I follow the life history of each separate unit of money, 
observing the circumstances of its creation and disappearance, 
as well as of its changes of ownership as it passes from bank 
account to bank account or from pocket to pocket, and even 
keeping an eye on it when it lies dormant for a period in the same 
ownership. It is quite possible thus mentally to trace the life 
history of a unit of money without recourse to visual aids; but 
I think that my exposition may be made easier with the help of 
diagrams, and I have therefore constructed a visual model. 

In this model, every unit of money traces for itself a separate 
line through time, rather as if it were making a recording on a 
barograph. Ideally, the units should be pounds, or even pence; 
but as a diagram containing even 6,000 million lines would be a 
little awkward to handle, we must content ourselves with much 
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larger units—say, of £100 million or so—and even with these we 
shall have room for only a fraction of the total. 

So long as money is held in the same ownership, it is repre- 
sented by a dotted horizontal line, running from left to right 
through time : 


Every now and then a given unit of money changes hands. 
The change of ownership will involve a payment by one party 
and a receipt by the other; let us show payments by squares and 
receipts by circles. As every payment necessarily involves a 
receipt, we will link payments and receipts together by solid 
lines : 


We must now proceed to distinguish the different types of 
accounts into and out of which payments are made. The 
simplest model which will be useful for our purpose must dis- 
tinguish five different types of accounts: personal income 
accounts; personal capital accounts; business accounts; govern- 
ment accounts; and accounts of (not of course with) banks. 
These distinctions could, and perhaps for some purposes should, 
be multiplied almost without limit. For some purposes, for 
instance, it might be convenient to distinguish payments to 
retailers from payments to wholesalers or manufacturers; for 
others, payments to makers of consumption goods from payments 
to makers of capital goods; and for others again, payments for 
long-term fixed-interest securities from payments for short-term 
securities, or for shares, or for various types of physical assets. 
But for our purpose to-day these five categories will suffice. Here 
is our notation : 


Personal Business Government Banks 
Income Capital 
Payments & 0D 8 M &) 
Receipts S O eC 4D) &® 


While a payment is automatically and immediately linked 
to a receipt, the delay between a receipt and a payment may be 
of indefinite length. When, however, a payment is ultimately 
made, it must be made out of the same account as that which 
earlier received the money. The only change in notation between 
receipt and payment occurs when a person saves part of his 
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income or dissaves part of his capital, and thus converts an 
income balance into a balance on capital account, or vice-versa. 


e.g., persons receive wages from businesses, save them and lend 
them to the Government. 


Now let us trace a simple series of monetary transfers through 
a single income period : 


An interpretation of this might be: Persons receive incomes 
from businesses at the beginning of a period, and spend them on 
consumption goods. Retailers replace their stocks by buying 
from manufacturers, who pay out wages for the creation of new 
goods. These wages form the personal incomes for the next period. 

Now let us introduce the Government : 


le-mc-5.0-a0-af6 


eg., the Government collects from retailers half the personal 
incomes spent on consumption goods, perhaps by means of pur- 
chase taxes, and uses the money to buy goods from manufacturers 
who pay wages in order to make more. 

Meanwhile, other units of money are lying idle, or are being 
used for the purchase and sale of assets and titles, or for loans 
and repayments : 


---}-----[}0----(0---}--- 
---+-----[}6----E}0---}--- 
---+-----O-0----MFe---}--- 


a 
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In line 3 a person buys assets, say securities, from another 
person, who buys from a third, who holds the money over the 
end of the period; in line 4, a person buys securities from a busi- 
ness, which buys others from a person; and in line 5 a person 
lends money to the Government, which uses it to buy an asset 
from a business. Lines 6 and 7 are idle balances, 
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The total quantity of money is found by counting the number 
of lines (in this case 7), the total turnover of money is found by 
counting the number of transactions (in this case 13), while the 
total of personal incomes is two. 


II. OprEn INFLATION 

Let us now turn, with the aid of this model, to an examination 
of the phenomena connected with a changing level of money 
incomes. On the definitions given here, the rise in the total of 
money incomes from one income period to the next is identical 
with the amount by which payments for the period exceed receipts 
for the same period. There are two ways in which a man can 
pay out during any period more than he has received in the same 
period. One is by spending a stock of money which he has 
carried over from a previous period. This expenditure will, of 
course, not necessarily generate increased incomes; as we have 
seen, if he uses his money for a capital transaction, and if the 
recipient either holds the money or uses it for another capital 
transaction, and so on, the money will eventually be carried over 
to the next period without giving rise to increased incomes. All 
receipts other than those by persons for the services of themselves 
or of their assets can be regarded as capital receipts, for they 
involve merely a change in assets. Only if some seller of an 
asset pays someone (possibly including himself) for services 
rendered either in selling the asset or in replacing it does he create 
money incomes for the following period. It is, of course, per- . 
fectly possible that the use of previously idle money balances for- 
the purchase of assets may raise prices of assets; but until more 
money is used for buying from persons the services of persons or 
their assets, in contrast with the assets themselves, the result is 
merely to raise the price of assets without raising the price of 
services, or, in other words, to lower the rate of interest. 

Sooner or later, of course, the rise in prices of existing assets 
will begin to induce an increase in the demand for new ones, thus 
increasing the amount of money paid for the services employed 
in creating them. In times of acute depression, however, when 
prices of existing assets, and especially of durable assets, may 
stand well below their replacement cost, there may be a con- 
siderable delay before the increase in demand for existing durable 
assets is reflected in increased orders for new ones, or before 
holders of excessive stocks are induced by their decrease to 
increase their replacement orders. In times of active trade, on 
the other hand, when prices of existing assets are already fully 
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up to parity with those of new ones, a rise in expenditure on 
buying assets is more likely to be reflected rapidly in a rise in 
payments for new assets and in incomes’: 





Of the two instances of the activation of personal idle balances 
shown above, the first results merely in a change in the owner- 
ship of an asset, say a house, while in the second the seller re- 
places the house by buying from a speculative builder, who pays 
out the money in incomes for building new ones. 

A second way in which it might be possible for a person to 
pay out more money than he had received during the same period 
would be to make it. As a general practice, the manufacture of 
money is rightly frowned on by the authorities. There are, 
however, certain institutions in a modern system which have this 
privilege. Exactly what these institutions are varies from 
country to country, but everywhere the power of creating addi- 
tional money lies with some combination of the commercial 
banks, the central bank and the Government. For convenience, 
we shall call these collectively ‘‘ the banks,”’ and we shall define 
banks as those institutions whose debts are widely and generally 
used as money. The banks can, therefore, create money simply 
by getting into debt, which they normally do by adding to their 
assets, usually by making a loan or buying securities. Con- 
versely, whenever they reduce their liabilities, usually as the 
result of selling securities or having loans repaid, they cancel 
some of the money already in existence. In our model, we there- 
fore show no connection between the receipt of money by the 
banks and its re-issue; the money is destroyed by its receipt and 
created afresh when it is re-issued : 


This might illustrate the activation of a privately owned idle 
balance to buy securities from a seller who uses the proceeds to 
pay off a debt to the banks, At about the same time the banks 
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make a loan to someone else to buy another security from a 
private seller. 

It should be noted that neither the creation of new money by 
the banks nor their destruction of old money has any necessary 
effect on incomes. For instance, the creation of money by means 
of a bank loan to finance the purchase of an existing house has 
no immediate effect on incomes, except perhaps of house-agents, 
Only if the borrower, or one of a series of sellers of existing 
houses, uses the money to pay for services rendered in building a 
new one will the rise in the quantity of money be reflected in a 
rise in incomes : 


Of these two instances, the first represents a bank loan spent 
on buying an existing house from a private owner. In the second, 
the borrower buys a house from a speculative builder, who uses 
the proceeds to finance the building of others. 

Now let us begin to use our model to look at the genesis and 
development of an inflationary movement. If idle balances are 
large (and in practice they are probably many times larger than 
those being used in income transactions), it would be quite 
possible for a very considerable rise in money incomes to take 
place without any increase in the total quantity of money in 
existence. Sooner or later, however (and probably sooner 
unless something had occurred greatly to alter the money-using 
habits of the population), the rising level of incomes, of activity 
in the markets for assets and probably of asset prices would 
absorb the quantity of idle balances that their owners were 
willing to activate. Further rises in incomes could then occur 
only by diverting money from the capital circulation, thus bringing 
about a fall in the demand for assets, a fall in their prices relatively 
to those of services and a rise in interest rates, and ultimately 
a check to the rise in the demand for services to create new assets: 
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In the above illustration the total number of units of money 
is four throughout. In the first period one of these is used to 
pay incomes, one is idle and two are in use for asset transactions. 
In the second period the idle balance is activated and used for 
an income payment, thus doubling the level of incomes. In the 
third period incomes can be raised further only by diverting one 
unit of money from the market for assets, thus leaving, in period 
four only one unit in the asset market instead of two, reducing 
the demand for assets and raising the rate of interest. 

It should be noted that if the idle balance had first been 
activated into the capital circulation, the initial effect would 
have been to raise prices of assets relatively to those of services 
and lower the rate of interest. In that case the rate of interest 
would not have risen above its original level until not only this 
unit but another as well had been diverted from the capital 
circulation to the income circulation. 

While the increase in incomes induced by an activation of 
idle balances, though possibly large, is at any rate finite, the 
increase caused by an increase in the quantity of money is poten- 
tially infinite. Like the activation of idle balances, an increase 
in the quantity of money is not inflationary until it begins to 
augment personal incomes. So long as its effects are confined 
to the demand for existing assets, it merely lowers the rate of 
interest. The speed with which a rise in the quantity of money 
will be reflected in incomes will depend partly on the way the 
extra money is created and partly on the economic climate of the 
period. If, for instance, money is created (as in 1932) by the 
banks’ purchases of securities on the market, or by Government 
borrowing from the banks to finance the repayment of securities 
or the purchase of existing assets, the effects may well be confined 
for a considerable time to the capital circulation and the rate of 
interest, especially when prices of existing goods stand below the 
cost of creating new ones. 

If, on the other hand, the additional money is lent to business 
to finance new production, or to the Government to pay for the 
creation of new goods or for services, the effect on incomes will 
be immediate. Even so, however, the rise in incomes per income 
period in the early stages of an inflation is likely to be less rapid than 
the increase in the quantity of money, for the recipients of the in- 
creased incomes are likely to save a part of them and so transfer 
money back to the capital circulation. This is particularly likely 
to happen when the rise in money incomes is accompanied by a 
substantial rise in real incomes; but it may well happen for a 
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time when real incomes are not rising or are even falling. In a 
country which has not experienced a major inflation within living 
memory, income receivers may for a time be deterred from buying 
goods, especially durable goods, by the belief that they are unduly 
“ expensive,’ and that in due course prices will return to a more 
“normal” level. The movements of money in the early stages 
of an inflation may therefore look something like this : 


F 
@---m0---80---4) 
BO---16---& 











In this illustration the Government has caused the banks to 
create for its use an extra unit of money in each of periods I and 
II, but one of the new units has been diverted to the capital 
circulation, so that incomes per period have risen by only one 
unit. Ifthe unit diverted had been used to buy new Government 
securities instead of an existing asset, the Government would not 
have needed to borrow at all from the banks in period II. 

This early stage of an inflation is a temporary one. If the 
inflation is at all rapid, as it proceeds the expectation that prices 
will rise further will become increasingly general, and income 
receivers will not only cease to save but will begin to activate 
idle balances in order to accelerate their purchases, especially of 
durable consumption goods; at the same time both income 
receivers and businesses will endeavour to supplement their 
existing balances by borrowing from the banks. Incomes will 
then begin to rise faster than the quantity of money and faster 
still than Government borrowings from the banks. 








In this illustration, Government borrowings from the banks 
during the period have risen by one unit, but the total quantity 
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of money has risen by two units, and, thanks to the activation of 
idle balances, incomes by three units. 

As the existence of the inflation becomes more and more 
obvious to more and more people, so do the activation of idle 
balances increase and money incomes rise progressively faster 
than the quantity of money. In the last stages of the inflation 
the whole model collapses, for the income period itself is shortened 
and wages are paid more and more frequently, first, perhaps, twice 
weekly, then daily and then twice a day, while income receivers 
rush to spend their money the moment they receive it. When 
this happens, however much new money is created, its aggregate 
value falls faster and faster towards zero until it disappears 
altogether. At the last the use of the existing money is abandoned, 
and until a new money which commands confidence can be intro- 
duced, the economy reverts either to barter or to the use of 
some commodity as a substitute for money. 

Theoretically, a rise in money incomes leading to an inflation 
could be caused by the activation of money in, or the creation 
of money for, any one of the three sectors into which we have 
divided our economy. There is, however, a technical reason 
why an expansion of incomes generated by the British Govern- 
ment (though not by all) will nearly always arise through the 
creation of new money rather than by the activation of existing 
balances. The reason is that the British Government never 
carries any appreciable quantity of idle balances. As soon as 
these tend to accumulate, they are used to pay off debt to the 
banks, while as soon as the Government begins to pay out more 
money than it receives it initiates the creation of new money 
by borrowing from the banks (or, more strictly, by the sale of 
Treasury bills to the Discount Market, which finances its pur- 
chases by borrowing from, or re-selling bills to, the banks). The 
only way in which the Government could initiate a rise in incomes 
by activating idle balances would be to borrow (or conceivably 
tax) from persons or businesses money which came out of idle 
balances. If, however, part of the money paid over to the 
Government came, as is likely, from the assets circulation, the 
activation of balances would be accompanied by some rise in 
interest rates and fall in asset prices, which would in turn ulti- 
mately tend to check the rise in incomes. 

A rise in incomes originating in the two non-government 
sectors, on the other hand, is likely to begin with the activation 
of balances and to be supported by an increase in the quantity 
of money only when it has gone a certain distance. A rise in 
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money incomes is, however, likely to develop into a major in- 
flation only if it is fed by an expansion in the quantity of money 
for the benefit of the Government, partly because the Govern- 
ment is the only one of the three which combines the roles of 
borrower and monetary authority. Of the other two sectors, 
a rise in money incomes is probably more likely to develop into 
an inflation by reason of an increase in the quantity of money 
for the benefit of the business sector (as in the United Kingdom 
in 1919-20) than for the personal sector, though personal borrow- 
ing for purposes of stock-exchange speculation might conceivably 
provide an exception, and an increase in bank loans for the 
finance of hire-purchase agreements could certainly at least con- 
tribute to an inflation. 

There is one further way in which an increase in money in- 
comes could originate, though it would be unlikely to develop into 
a major inflation. Hitherto we have discussed our economy as if 
it was a closed system. In an open system, with trade relations 
with other economies, a rise in incomes can be initiated by a 
favourable balance of payments. The exact way in which the 
extra money passes into the income circulation will depend on the 
institutional arrangements in force. The simplest case is where 
two economies share a common currency (as in Great Britain and 
Northern Ireland, or, to a considerable extent, Great Britain and 
Eire). In this case actual money is directly transferred from 
the country with the adverse balance to the country with the 
favourable balance of payments. Unless the excess exports are 
from unreplaced stocks, the imported money will rapidly pass into 
the incomes of the exporting country (B), while if the excess 
imports are substitutes for home-produced goods, the diversion 
of purchases will being about a corresponding fall in incomes in 
the importing country (A) : 











These changes in incomes will in due course tend to reduce 
A’s imports from B and to increase B’s imports from A, and s0 
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to restore the balance of payments and to check the rise in 
incomes in B. If, however, the excess imports are in satisfaction 
of an additional demand, due perhaps to the activation of idle 
balances, the rise in incomes in the exporting country may not 
be matched by a fall in the importing country, and there may be 
a net expansion in incomes in the two countries taken together : 











In this case, equilibrium will be restored mainly as the result 
of a rise in B’s imports, though if A’s demand for B’s exports is 
elastic, A’s payments for imports may also decline if B’s export 
prices rise. 

A more usual case is where the two countries have independent 
currencies. Unless one of these countries holds its foreign- 
exchange reserves in the currency of the other, the banks of the 
excess importing country will have to finance its adverse balance 
of payments by selling assets (either gold or the currency of some 
third country) to the banks of the net exporter. Money will 
therefore be destroyed in country A and created in country B, 
with a symmetrical effect on incomes in the two countries. If 
the increase or decrease in the banks’ holdings of gold or foreign 
exchange also increases or decreases their willingness to hold 
assets in their own currencies, the quantity of money created in 
B and destroyed in A may be a multiple of the disequilibrium in 
their balance of payments, though if policies on both sides are 
symmetrical, there will still be no net change in the incomes of 
both countries taken together. 

A more complicated position arises where country A finances 
its import surplus by raising a long-term loan in country B. 
This is likely both to draw some money out of the capital circu- 
lation of B and to activate some idle balances. It will thus tend 
to raise both incomes and interest rates in B, while if, as is prob- 
able, the import surplus represents a net addition to expenditure 
in A there will be no fall in incomes there. Indeed, if, as is 
frequently the case, the loan is raised in advance and is spent 
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partly within A, its transfer to A will involve the creation by the 
banks of additional money there and will induce a rise in incomes 
which will ultimately bring about an import surplus. 

Perhaps most interesting of all is the case where one country 
keeps its foreign-exchange reserves in the currency of the other, 
but not vice-versa. This relationship, which may be typified by 
that between the United Kingdom and other members of the 
sterling area, almost inevitably leads to an asymmetrical result. 
If, for instance, the United Kingdom has an adverse balance of 
payments with New Zealand, United Kingdom pounds will be 
sold to the New Zealand banks in exchange for the New Zealand 
pounds which the United Kingdom importers need to pay their 
debts in New Zealand. Thus the quantity of New Zealand 
money and incomes in New Zealand rise, while if their larger 
holdings of United Kingdom pounds cause the New Zealand 
banks to be more willing to acquire New Zealand assets, the 
quantity of New Zealand money, and probably New Zealand 
incomes, will rise still more. What, however, the effect in the 
United Kingdom will be will depend partly on the way in which 
the New Zealand banks hold their sterling. If they hold it in 
United Kingdom money, it will mean that part of the money in 
circulation will be diverted into idle balances : 
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In this case, incomes in the United Kingdom will probably fall, 
though it is unlikely that the fall will be intensified by a reduction 
in the willingness of United Kingdom banks to hold United King- 
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dom assets. It is likely, however, that the New Zealand banks 
will wish to keep part of their increased sterling balances in the 
form of earning assets, and that they will therefore wish to invest 
at least a part of them. Thus some at least of the United King- 
dom pounds withdrawn from the income circulation will not 
become permanently idle but will be transferred to the United 
Kingdom capital circulation, thus reducing interest rates, ex- 
panding the demand for assets and tending to maintain incomes. 
Thus, both because there will often be a multiple effect on the 
quantity of money in New Zealand but not in the United Kingdom, 
and because of the effect on United Kingdom interest rates, the 
rise in incomes in New Zealand is likely to be larger than the fall 
in incomes in the United Kingdom, and there will probably be a 
net expansion in incomes in the two countries taken together : 
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When it is New Zealand that has the adverse balance, the 
asymmetry works in the opposite direction. The effect of falling 
sterling balances in decreasing New Zealand incomes is likely to 
be larger than in increasing United Kingdom incomes, so that the 
incomes of both countries combined is likely to fail. It is for this 
reason that when “ customer ” countries are enjoying favourable 
balances of payments, incomes in the world as a whole tend to 
rise, while when their balances are unfavourable world incomes 
tend to fall. Thus an expansion of credit and incomes in a banker 
country tends to spread to all its customer countries and to con- 


tinue until it is checked by the development of an adverse balance 
No. 251.—voL. LXII. 00 





544 THE ECONOMIC JOURNAL [SEPT, 


of payments between the whole group and the rest of the world, 
If there were a single banker country in the world, with all other 
countries keeping their reserves of foreign exchange in its currency 
—a relationship not so very different from that between the 
United States and the rest of the world at the present time—an 
inflation in that one country would tend to generate an inflation 
throughout the world, with no automatic tendency towards a 
reversal; while the effects of an inflation in any customer country 
would be largely local and, in the absence of continual currency 
depreciation, would in due course be checked by the depletion of 
that country’s reserves of foreign exchange. 


III. ReEpressep INFLATION 

Whereas the First World War provided some classic examples 
of open inflation, it is to the second that we must look for fully 
developed examples of repressed inflations, which in the first 
were only embryonic. The essential function of a Government- 
induced inflation, such as occurs during a war, is to transfer a 
larger share of the resources of the country from the service of 
the private sector to the service of the Government. In an open 
inflation this function is performed most satisfactorily in the early 
stages, when personal spending rises less rapidly than personal 
incomes and personal incomes less rapidly than the quantity of 
money; and progressively less satisfactorily in the later stages, 
when personal spending rises faster than incomes and incomes 
faster than money. The task of a Government, in repressing an 
inflation, is therefore to prolong indefinitely the initial phase and 
to prevent the later phase from developing at all. 

The method which usually seems to be the first to occur to 
governments is the fixing of maximum prices. This is perhaps 
partly because the Government realises that higher prices stimu- 
late demands for higher wages, and therefore may lead either to 
strikes or to the activation of business balances or business borrow- 
ing from the banks in order to pay them. But it is perhaps also 
partly because governments tend to treat symptoms rather than 
causes, and rising prices are the most obvious and unpopular 
symptom of an inflation. 

The fixing of maximum prices of consumption goods, at a 
time when the Government is raising prices of services and in- 
comes by bidding factors away from the service of the private 
sector with newly created money, tends to have a double effect : 
to reduce the quantity produced and to increase the quantity 
consumed. In point of fact, however, the British Government 
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never seems to have relied for reducing the quantity or goods and 
services supplied to the private sector on making their production 
unprofitable. It seems to have preferred to restrict output by 
restricting supplies of materials and labour, or by direct limita- 
tion of the amounts or types of goods allowed to be produced. 
For such output as was still permitted prices seem to have been 
fixed at a level which made production of that amount quite 
adequately profitable, even though these prices were still well 
below those which would have equated demand with the reduced 
supply. 

On the side of demand, the fixing of maximum prices slows 
down the rise in personal incomes in three different ways. In 
the first place, by reducing the pressure for higher wages under 
the threat of strikes, it reduces the tendency for the money 
created for the use of the Government to be supplemented by 
money activated or created for the use of businesses. Secondly, 
it makes it impossible for retailers and wholesalers to protect 
their stocks by raising prices, while their full replenishment is 
prevented by direct controls. Thus in the early stages of price 
control the increased demands of consumers can be satisfied for a 
time out of depletion of stocks. During this period, part of the 
money paid by consumers remains immobilised in the hands of 
retailers and wholesalers, to be’ held idle or lent to the Govern- 
ment instead of being spent on the creation of new goods and of 
personal incomes : 











In this illustration, the Government in period I borrows two 
units of money from the banks and pays them over to manu- 
facturers, who pay them out in wages, thus creating two addi- 
tional units of incomes in period II. In period II, both these 
extra units are spent on consumption goods, but the retailers are 
prevented from spending them on replenishing their stocks. One 
of the units is held idle, thus enabling the Government to borrow 
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from the banks and spend an additional unit without raising 
incomes further; the other is invested in newly-issued govern- 
ment securities. Thus in period II the Government retains con- 
trol of the additional resources it attracted in period I without 
raising incomes above the level of three units. 

This stage of the repression of an inflation by price controls is 
of limited duration. Once stocks are fully depleted, consumers 
begin to be unable to find means of spending the whole of their 
incomes, at least on things which they prefer to the possibility 
of spending savings at some future date on things they want 
more. When this stage is reached, the excess incomes begin to 
accumulate in the hands of persons rather than of businesses, 
If these lend them to the Government, the diversion of the control 
over resources is achieved directly. If they hold them idle or 
pass them round in the capital circulation, the Government can 
cause the banks to create more money to take their place without 
raising incomes : 


+@- 








Of these four units of personal income, three are diverted to 
Government use. One is lent to the Government by persons, 
one is diverted to the personal capital circulation, no doubt 
raising prices and reducing interest rates there, and one is held 
idle. The two last units are replaced by new money borrowed 
from the banks. Personal incomes remain unchanged. 

The supplementation of price control by a system of rationing 
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makes no fundamental difference to this process, for though it 
distributes consumption goods differently between consumers, it 
does not change the aggregate amount that can be spent on them. 
It does, however, make the system of controls more politically 
acceptable, greatly reduces the scope for favouritism in the dis- 
tribution of scarce supplies and probably also reduces the incen- 
tive to break the law. Adjusted by rationing to appear at least 
superficially equitable, and supplemented by controls over capital 
construction and the distribution of producers’ goods, these 
methods of price control appear to operate as reasonably success- 
ful repressers of inflation so long as a war actually continues. 

One possible method of checking demand, which seems to 
have considerable merit in principle, but which never seems to 
have been tried in practice, is rationing without price control. 
If, for instance, every consumer were given coupons to the face 
value of, say £1 per week which, together with money to the same 
value, would have to be surrendered in payment for certain classes 
of goods, the maximum total weekly demand for these classes of 
goods would be limited to as many pounds as there were consumers. 
If demand for one of the classes of goods rose, that for the others 
would necessarily fall; or if demand for all classes rose in one part 
of the country, it would necessarily fall elsewhere. If prices of 
these goods were then allowed to rise and fall freely in accordance 
with changes in demand, the variations in prices between products 
or between areas would greatly facilitate adjustments in the dis- 
tribution both of resources between different products and of 
products between different areas. 

Whatever the precise method of its implementation, and 
however successful it is in restraining inflation during the war, a 
policy of limiting expenditure by means of direct controls leaves 
a very difficult situation when the war comes to an end. Since 
both consumers and businesses have been prevented from spend- 
ing as large a part of their monetary receipts as they would have 
wished, they have been obliged to accumulate either idle balances 
or Government securities in excess of their desires. At the same 
time, much of the expenditure prevented in war-time, especially 
on the replacement or repair of assets, is merely postponed. The 
difficulty of the situation is still further increased if, as in Britain, 
many of the Government securities issued and obligations in- 
curred during the war are repayable on demand or short notice, 
so that their owners have the power at any time to force the Govern- 
ment to create additional money in order to meet its obligations 
to repay. Thus, even though the Government itself rapidly 
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ceases to rely on the creation of new money for the finance of a 
deficit, there are present all the potentialities of a renewed and 
accelerated inflation through the activation of excess idle balances 
or the enforced creation of new money to make repayments of 
Government debt. 

In face of this potential inflation, the Government has the 
choice of a number of possible policies, alone or in combination, 
One of these is to continue the methods of direct control of demand 
that have been in force during the war. Unfortunately, such 
controls seem to operate much less satisfactorily in peace-time 
than in time of war. As soon as the stimulus of the common 
danger and the single objective is removed, income earners and 
businesses become progressively less willing to produce and 
trade in order to obtain money which they cannot spend on what 
they want to buy; thus production is checked, and more of what 
is produced tends either to be consumed by its producers or 
bartered directly for other goods. At the last, if rigid controls 
are enforced indefinitely, the use of legal-tender money may be 
abandoned entirely over large sectors of the economy in favour 
of barter or the use of some kind of commodity money; and the 
final stage of a repressed inflation may thus be not dissimilar to 
that of an open inflation. 

Even if the policy of control is not carried to the point of this 
ultimate breakdown, the effect of partial controls are in their 
own way almost equally unsatisfactory. If, for instance, as is 
often the case, controls are more effectively enforced over demand 
for essentials than for non-essentials, the resources released by 
the fall in defence expenditure tend to be absorbed in supplying 
less essential, rather than more essential needs, whether at home 
or for exports. Further, with the loss of war-time incentives 
and the release of much enterprise and initiative from the armed 
forces, the control laws become increasingly difficult to enforce 
and breaches of them increasingly frequent. Unless the Govern- 
ment is prepared to use more resources for enforcement than it 
can well afford and more drastic methods of enforcement than 
public opinion is likely to tolerate, the continuation of war-time 
physical controls over expenditure cannot be relied upon by 
themselves to do more than create a breathing-space during which 
methods can be devised for eliminating rather than merely con- 
tinuing to frustrate the potential excesses of demand. 

One drastic method for eliminating excess demand, which 
has been widely used on the Continent, is the compulsory writing- 
down of the values of money and money-claims. This forcible 
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decrease in money and money-claims can be applied, if so desired, 
in different proportions to different types of holdings or even of 
holders. If the decreases are sufficiently drastic, and if the 
Government itself can subsequently so order its finances as to 
avoid the necessity of re-creating an excessive quantity of money, 
such a policy can solve at a blow the problem of potential excess 
demand, though probably only at the cost of much hardship, 
injustice and perhaps unrest. 

If the Government is not prepared to contemplate so drastic 
a solution of the problem of excessive liquidity in the private 
sector, it must rely on other methods. One way in which it could 
destroy some of the money and money assets created during the 
war would be to develop a very large budget surplus and use it 
for paying off debt, including debt to the banks. A similar 
effect could be achieved by means of a very large special tax on 
capital. It is true that any very large budget surplus, whether 
or not achieved by means of a formal capital levy, would in fact 
be paid largely out of idle balances and the assets circulation. 
If, however, the greater part of the money withdrawn from the 
assets circulation were simultaneously returned to it by Govern- 
ment repayments or purchases of Government securities held by 
the public, and only a small part, together with the payments 
out of idle balances, were used to destroy money by paying off 
debt to the banks, the reduction in the public’s surplus of money 
and money assets could be achieved without directly affecting 
the rate of interest; for any reduction in the quantity of money 
in the assets circulation would be offset by the reduction in the 
quantity of assets to buy with it. Indeed, if the whole of the 
money withdrawn from the assets circulation were returned to it, 
rates of interest would tend to fall. 

In such a situation, it would probably be better to obtain the 
surplus with which to pay off debt by a once-for-all capital levy 
than by very heavy taxes imposed on income, as being less likely 
to deter effort or divert it to forms less liable to tax. The fact 
that the payments were made out of idle balances or the assets 
circulation would not matter, for the purpose of the operation 
would be to remove the excess of liquidity and so to prevent an 
unwanted further rise in money incomes rather than to reduce 
money incomes below the existing level. The position is thus 
very different from that in which a Government uses taxes paid 
out of capital for making income-creating payments; in this case, 
the effects of the Government’s financial operations are on balance 
inflationary, though less inflationary than if it made income- 
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creating payments out of newly created money borrowed from the 
banks. It is thus not high taxation as such which tends to be 
inflationary but the use of such taxation for making income- 
creating payments; and it is on Government expenditure rather 
than on taxation that the emphasis should be laid if it is feared 
that the payment of taxes out of capital is having inflationary 
effects. 

Even if the Government cannot see its way to an actual 
reduction in the public’s holdings of money and money assets, 
there are still two ways in which it can limit their inflationary 
effects while gradually removing direct controls. The first of 
these is to find alternative ways of limiting income-forming ex- 
penditure without raising interest rates. If, for instance, it were 
possible to persuade persons to spend considerably less than their 
incomes and so to transfer large amounts of money from the 
income circulation to the assets circulation or to idle balances, the 
effect of business transfers of money into the income circulation 
in the process of replacing physical assets depleted during the 
war would be counteracted. Unfortunately, the shortage of 
personal physical assets, the excess of money and money assets 
already owned by persons and the redistribution of incomes due 
to the heavy taxation necessitated by continued heavy Govern- 
ment expenditure combined to reduce personal saving in Britain 
after the war to a very low level; and the devoted workers of 
the National Savings Movement may be congratulated on their 
achievement in preventing a much larger consumption of war- 
time personal saving than has in fact occurred. 

A more successful method of keeping down personal-consump- 
tion expenditure has been the restraining of wage increases in 
the face of rising prices. By this means, wages have been kept 
generally below the equilibrium level, business profits (before tax) 
at above the equilibrium level, and incidentally unemployment 
at a level lower than has probably been achieved ever before over 
so long a period. A very large part of these business savings has 
been drained off by high business taxes, and much of the rest 
retained for the replenishment of business assets, more for the 
reason of business needs than because of the Government's dis- 
couragement of increases in dividends. It would not be far wrong 
to say that, at least until extremely recently, all Governments in 
Britain since the war have used businesses as a kind of involun- 
tary tax-collecting agent, rather as King John is said to have used 
the money-lenders of his time. 

A third possibility is for the Government itself to impose 
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personal taxes of a type likely to be paid out of income, in excess 
of its own income-creating payments. While in the years from 
1948 to 1951 the Government seems to have had total income- 
destroying receipts (including the proceeds of foreign aid) sub- 
stantially in excess of its own income-creating payments, a very 
large part of these receipts were derived from the exceptional 
profits obtained by businesses. Indeed, the attempt to secure 
a much larger tax yield at the direct expense of personal incomes 
would probably have encountered serious economic and political 
difficulties. 

Throughout the period since 1947, the Government has 
supplemented its efforts to divert money out of the income cir- 
culation with efforts to restrict the total quantity of money, or 
at any rate to keep its rate of increase below that of the real 
nationalincome. With a constant quantity of money, the amount 
of money in the income circulation can be increased only by de- 
pleting idle balances and the assets circulation. Incomes can 
therefore continue to rise for a time, but the rise will sooner or 
later be checked when the rise in the income circulation and the 
fall in the assets circulation and in idle balances have restored 
their relationship to equilibrium. The increasing depletion of 
the assets circulation will bring with it a rise in interest rates, the 
extent of which will depend on the success of the Government’s 
efforts, referred to above, to return money from the income to 
the assets circulation. The more successful the Government is 
in restraining the income-creating expenditure of persons, the 
greater the proportion of the national resources which can be 
made available for the increase of physical assets held by businesses 
or the Government, and the more rapid will probably be the rise 
in the real national income. But there is no doubt that, if the 
Government is willing to face the effects on asset accumulation of 
a sufficiently high rate of interest, an inflation can always be 
brought to an end simply by action to ensure that the quantity 
of money does not rise further. 

There is one question which still remains to be answered : 
Do we really want the gradual inflation of recent years to be 
brought to an end? Hitherto it has been possible to maintain 
an abnormally high level of employment by ensuring that the 
rise in money wages lags sufficiently far behind the rise in selling 
prices to ensure that the demand for labour, in most occupations 
and in most places, is in excess of the supply. If the inflation 
ends and prices cease to rise, wages will tend to catch up, gross 
profits will return to normal, the excess demand for labour will 
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disappear and unemployment will rise. On the other hand, if 
even creeping inflation continues here after it has ceased in most 
of the rest of the world, we may expect more balance-of-payments 
crises and probably further depreciations of the currency. 

There seem to be only two possible solutions to the problem 
of reconciling the present level of employment with the absence 
of inflation. One is the permanent pegging of wage-rates at 
below an equilibrium level, either by self-denying decisions of the 
trades unions (if they can get their members to follow them) or 
by Government regulation; and even if either of these courses 
should prove possible, they would involve further difficulties in 
securing and maintaining a desirable distribution of labour 
between places and occupations. The only other conceivable 
solution seems to be a continual increase in real output per 
person employed, so that money wages could continue to rise, 
without raising costs of production, though always just a little 
later than when most employers could afford to pay them. Even 
this, of course, would not prevent a high degree of unemployment 
in the event of a serious fall in world demand for our exports, or 
renewed inflation and balance-of-payments crises if our rising 
production was offset by a continual worsening of our terms of 
trade, so that the national real income failed to rise. Neverthe- 


less it seems to offer a chance, perhaps the only real chance, of 
reconciling full employment with a continued absence of inflation. 
Let us hope that conditions at home and abroad will enable us to 
turn this theoretical possibility into an actual achievement. 

F. W. Paisn 


London School of Economics. 
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PROFESSOR ROBERTSON ON EFFECTIVE DEMAND 
AND THE TRADE CYCLE 


1. WHEN the Editors invited me to attempt a survey of 
Professor Robertson’s present views on effective demand and 
the trade cycle, they set me a task which is extremely difficult, 
and perhaps impossible, to carry out satisfactorily. Four books 
by Professor Robertson have appeared since the end of the war, 
but three of these are new editions of earlier works to which only 
a small amount of new writing has been added. It is true that 
this new writing—in the form of two additional chapters in 
Money (1948) and new introductions to A Study of Industrial 
Fluctuation (1948), and to Banking Policy and the Price Level 
(1949) raises a host of intricate and important issues that 
deserve the closest attention; but there is no detailed positive 
statement of the position Professor Robertson would now adopt, 
and his additions consist in the main of a criticism of Keynesian 
economics and a vindication of earlier views on these matters. 
The post-war essays now brought together in the fourth volume, 
Utility and All That (1952), are also predominantly critical and 
do not include a systematic presentation of his own views on some 
of the topics with which we must deal. 

This is unfortunate, although we must be careful not to imply 
in a question-begging way that his earlier theories, as set out in 
the original parts of these new editions and in some of the Essays 
in Monetary Theory, are so badly out of date as to be in need 
of drastic revision. “‘ After so many years,’ writes Professor 
Fellner,? “‘ a surprisingly small part of Robertson’s early contribu- 
tion is outmoded in the sense that a problem with which it is 
concerned seems to have lost its significance, or in the sense that a 
statement is clearly less adequate than later statements of other 
authors on the same subject.” Large parts of these pioneering 
works seem modern even to-day, and some other parts that do not 
seem so modern are perhaps none the worse for that! For ex- 
ample, his treatment of investment deserves to be studied as a 
much-needed corrective to some modern tendencies. So much 
must be conceded, but we must also assume that in certain respects 

? Augustus M. Kelly, Inc., New York. Unfortunately there has been no new 


English edition of this scarce and important work. 
2 “The Robertsonian Evolution,” American Economic Review, June 1952. 
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he would now modify his theories, and it is here that we feel a 
certain lack of guidance. 

Faced with this difficulty, we shall have to follow an indirect 
path in the hope that it will lead us, if not all the way to the 
destination prescribed by the editors, at least some distance in 
the right direction; it is a long path, and a somewhat rough one, 
for it runs through Professor Robertson’s prolonged dispute with 
Keynes. Their famous controversy could not, it is true, be 
avoided, even if we had some more detailed account of Professor 
Robertson’s present views, but without the latter it must be given 
a more central position than might otherwise seem appropriate; 
for we must try to extract from his critical survey of Keynesian 
ideas some inferences about the extent to which the earlier 
Robertsonian theories might now be revised if their author were 
to set himself that task. 

In order to assess the outcome of such a battle of giants one 
would need not merely a detailed knowledge of the extensive 
literature but also a sense of perspective which is very difficult for 
a member of my generation to acquire. For we began our study of 
these matters in the exciting years of the Keynesian Revolution, 
and whether we supported it or opposed it—or merely tried to keep 
out of harm’s way—our minds were so occupied with the events 
of the time that, although the dust of the fighting has now begun 
to clear a little, it is still far from easy either to understand the 
ancien régime or to form a balanced judgment about the Revolu- 
tion which established the New Economics. I can only say that 
to my mind much of Professor Robertson’s criticism seems un- 
answerable, provided each point is examined in detail and to some 
extent in isolation; but I am not so convinced that he does full 
justice to the more positive achievements of the General Theory, 
or that he is always fully successful in avoiding the temptation to 
vindicate what went before by reference to passages in the earlier 
literature which may be isolated and not altogether characteristic. 
Professor Hicks once said of Keynes that he was “ the most Im- 
pressionist ’’ of all great economists, and went on to observe that 
Professor Robertson’s criticisms “‘ sometimes remind me of a man 
examining a Seurat with a microscope and denouncing the ugly 
shapes of the individual dots.” 1 There may be an element of 
truth in this remark about some of Professor Robertson’s com- 
ments; but it would scarcely apply to all of them, and, in any 
case, I suppose it is always open to Professor Robertson to reply 


1 “The Monetary Theory of D. H. Robertson,’ Economica, February 
1942, 
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that it was part of Keynes’ job as a professional economist to deal 
faithfully with detail instead of—in Ruskin’s phrase—“ flinging 
a pot of paint in the public’s face.” 

The second of the chapters now added to Money bears the 
title ““ Problem of Words, Thought and Action,” and everyone 
who is familiar with the literature will be well aware of the trouble 
the Words have caused. It was Keynes who was largely respon- 
sible for starting the uproar, and it is, I think, undeniable that 
most of what Keynes said in the General Theory could have been 
put in terms which would have been more familiar and more 
acceptable to many of his colleagues. But that is not the whole 
ofthe story. The instinct that led him to adopt a different course 
may have been a sound one because a major change of emphasis 
can be achieved only with difficulty if the argument is couched 
in language which, by long usage and association, evokes responses 
now held to be undesirable; both author and reader will slip less 
readily into their old habits of thought if the jargon is new. 
Keynes appears to have sensed this. In discussing Keynes’ 
attitude to the classical economists, Mr. Harrod observes: ‘‘ He 
felt he would get nowhere if he did not raise the dust.” ! It is 
certainly doubtful whether he would otherwise have eradicated 
so completely what was left of the Treasury View and smothered 
so utterly the partially discredited but obstinately recurrent 
protest that thriftiness can never be excessive. To-day the 
unsatisfactory condition of the theory of the firm confronts us 
with a problem in the choice of terminology so analogous to that 
confronting Keynes that we can, perhaps, sympathise more 
readily with the course he adopted. It is at least arguable that 
on balance Keynes was right to change the language as well as 
the emphasis; but it is clear that the price he had to pay was 
heavy. His somewhat brusque rejection of so much of the earlier 
work on the subject appeared unreasonable and gave rise to pro- 
tracted and somewhat unprofitable controversies. Worse still, 
he came near to confusing his own mind with some of his innova- 
tions. For this reason it is not surprising that Professor Robert- 
son should have felt obliged to reply to the Keynesian onslaught 
in a long series of articles and reviews; to do so was a necessary 
and important task. But I am inclined to suspect that the pole- 
mical literature, both Keynesian and Robertsonian, leaves an 
exaggerated impression of the differences between their respective 
theories; at all events we must try to see how much real dis- 
agreement is left when the terminological difficulties are disposed 
1 Life of John Maynard Keynes, p. 451. 
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of. That there is real disagreement is undeniable, but its detec- 
tion is only part of our task. We may note those innovations in 
Keynesian theory that Professor Robertson cannot fully accept, 
but we shall find it more difficult to indicate those he does accept. 
How far would he now revise his earlier theory in the light of the New 
Economics? Without more positive statements from Professor 
Robertson, I can only speculate—and hopefully trail my coat. 

2. The defects of Keynes’ theory of the rate of interest have 
engaged Professor Robertson’s attention for many years—too 
much so, perhaps, because he has tended to neglect his own 
vastly important theory of the connection between economic 
progress and the trade cycle. As Professor Hicks has observed, 
the controversy has been, at least in part, a bogus one,? for it is 
not difficult to reconcile the proposition that the rate of interest is 
determined by the demand for loanable funds and their supply 
with the proposition that it depends upon liquidity preference 
and the amount of money. In my view, Keynes’ new approach 
was in this case unfortunate. First, it is easier, I suspect, to go 
behind broad statements and examine in detail the working of the 
financial institutions if the analysis is conducted in terms of 
loanable funds. Secondly, it seems probable that, if Keynes 
had adopted the older approach, he would have escaped the 
temptation to suggest that changes in savings and investment 
could have no direct effect on the rate of interest; by conceding 
their possible influence while maintaining that the other consti- 
tuents of leanable funds were in fact more important, he might 
have avoided much unnecessary controversy from the outset. It 
would then have been clear that Keynes was making an empirical 
generalisation, backed by his own intimate knowledge of the 
capital market, rather than performing some kind of analytical 
conjuring trick. His generalisation that ‘‘ speculative ”’ purchases 
and sales were a dominating determinant of security prices 
would have been contrasted at once with the older view that 
changes connected with idle balances were relatively unimportant, 
and although there would still, no doubt, have been controversy, 
it would have been directed to the real point at issue—the inter- 
pretation of the facts.2 If the argument so far is accepted, are 
there any basic differences between Professor Robertson’s views 
and the expurgated Keynesian theory I have tried to suggest! 


1 Value and Capital, pp. 153 et seg. Robertson himself has said as much. Cf. 
Essays in Monetary Theory, pp. 9-10; Utility and All That, p. 105. 

2 My views have been developed more fully in the Fluctuations in Income and 
Employment, 3rd ed., Ch. 11, and in “A Reconsideration of the Theory of 
Effective Demand,”’ Economica, 1947. 
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It seems almost unnecessary to say that Professor Robertson has 
never implied that Savings and Investment are the only two 
constituents of loanable funds that matter.1 He has observed, 
it is true, that in his opinion Productivity and Thrift are likely 
to be the more important factors in the long run,” but he has 
always recognised that, in the short run at least, changes in the 
total amount of money together with hoarding or dishoarding 
may exert a major influence. Indeed, if this were not so, the 
divergences between savings and investment that are basic to the 
Robertsonian theory could not occur. The differences between 
Robertson and Keynes were therefore much less fundamental 
than those which separated both of them from the defenders of 
Say’s Law. 

Paradoxically, the importance of hoarding and dishoarding 
received very much greater emphasis in the General Theory than it 
had done before. The paradox lies in Keynes’ reluctant and 
dubious use of the term “ hoarding.” * In a famous passage he 
says that “‘ it is impossible for the actual amount of hoarding to 
change as a result of decisions on the part of the public, so long 
as we mean by ‘ hoarding ’ the actual holding of cash. For the 
amount of hoarding must be equal to the quantity of money.” 4 
It may be, as Professor Villard suggests, that the difficulty arose 
because “the instantaneous approach of the General Theory 
avoids as far as possible specific reference to time periods, while 
‘hoarding ’ in its usual meaning must have a time dimension.” 5 


1 Cf. e.g., the list of possible constituents on p. 3 of Essays in Monetary Theory. 

* Ibid., p. 24. But the transition from short run to long needs more extended 
treatment than it receives here. Nor do I feel that this matter has been completely 
cleared up even in his new essay, ‘‘ Some Notes on the Theory of Interest,” 
Utility and All That, Ch. 6. 

* In this connection it is interesting to recall Keynes’ attempt to degrade the 
Quantity Equations ‘‘ from the rank of truisms to the rank of untruths ”’ (Robert- 
son, Economic JOURNAL, 1931, p. 396). This is, to my mind, one of the most 
puzzling features of his work, and it is disconcerting to find that Mr. Harrod, in 
discussing Professor Robertson’s review of the Treatise, seems to support the 
conclusion that ‘‘ his reviewers had simply failed to grasp what it was he was 
denying.” ‘* While he fully recognized and discussed at length the causal 
relations, both simple and complex, between the divergence of investment from 
saving on the one hand, and changes in the quantity of money and velocity of its 
circulation on the other, he had emphatically denied that an inflationary or 
deflationary movement was normally caused or necessarily accompanied by the 
latter kind of changes ”’ (ibid., p. 435 (my italics)). In this Keynes was surely 
in error. 

* General Theory, p. 174. 

5 Monetary Theory, Ch. 9, ‘‘ A Survey of Contemporary Economics,” edited 
by Howard S. Ellis. Cf. Robertson, Essays in Monetary Theory, p. 17: ‘‘ There 
are inevitable difficulties in expressing in statically-framed terms the situation 
existing at a moment of time during a period of change. . . .” 
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This may be part of the explanation, but to my mind it seems 
natural, in working out the Keynesian theory, to regard as the 
principal form of hoarding (or dishoarding) those changes in My, 
balances on which his theory of the rate of interest partly depends. 
If, for example, business obtains additional funds for expansion 
because, liquidity preference being what it is, securities are 
bought out of M, balances with a corresponding increase in M, 
balances, “ dishoarding”’ in the older sense of the term has 
occurred.! Professor Robertson, for his part, has little difficulty 
in showing that “ the fallacy of hoarding ”’ is not a fallacy after all. 
He defines “ hoarding ”’ as “ a decrease in the income velocity of 
circulation of money ”’; 2 and if this is taken to mean a fall in 
the ratio of Y to M, plus M,,* it is not easy to see why there should 
be any unbridgeable gap at this point between the Robertsonian 
and the Keynesian theories. 

It may be that Keynes laid too much emphasis on the “ specu- 
lative ” purchase and sale of securities : apart from the possibility 
that productivity and thrift may have some direct influence, a 
good deal more needs to be said about the behaviour of the 
banks.4 But would Professor Robertson for his part not be 
prepared to concede that the factors on which the theory of 


1 It may be helpful at this point to look at two examples in both of which the 
total amount of money is assumed to be constant. 

(i) Suppose liquidity preference grows stronger. More money is now demanded 
for L, purposes, but more is not available because M is constant and M, is assumed 
to be a function of Y. The rate must then rise till speculators are content to 
hold the existing stock of securities. There will, of course, be further reper- 
cussions that will affect Y, M, and M,, but the initial change in the rate of interest 
has come about without any change in M,. 

(ii) Suppose there is a change in the demand for investable funds or a change in 
savings—the more relevant case if we are considering the proposition that 
** productivity and thrift” cannot affect the rate of interest. If, for example, 
new securities are floated, the rate of interest will tend to fall, but this tendency 
must be offset if the rate is to be determined, as Keynes holds it is, by liquidity 
preference and the amount of money. It is here that a change in M, balances is 
indispensable to the Keynesian theory. For the rate can only be prevented from 
rising if ‘‘ speculators ’’ buy more securities and run down their M, balances 
accordingly—that is say, if they dishoard. The change in balances is not asso- 
ciated with a change in the rate of interest; it is rather the factor that prevents 
such a change and thus allows total monetary expenditure to alter. (Cf. General 
Theory, p. 201 et seq.) 

These two cases are sometimes confused, and the role of hoarding and dishoard- 
ing consequently misunderstood. (Both examples are, of course, highly simplified.) 

2 Money, p. 213. 

3 Keynes held that the ratio between Y and M, + M, was “without 
significance.”” This seems an unduly harsh judgment. What then is to be said 
about the various definitions in the Keynesian theory? Is the ex post equality 
between S and T' “‘ without significance’? Cf. General Theory, p. 209 n. 

4 Robertson, Utility and All That, p. 107. 
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liquidity preference lays a too exclusive emphasis had previously 
been, if not ignored, at all events too little stressed by most 
economists? Would he not agree that Keynes was justified in 
underlining the fact that liquidity preference may make it im- 
possible in bad times to lower the long-term rate of interest below 
what is considered a “‘ safe”’ level? After all Keynes was really 
taking up a point made by Professor Robertson himself before the 
Macmillan Committee in 1930, although, as Professor Robertson 
admits, he had failed to carry general conviction—partly because 
Keynes’ own “sturdy Johnsonian classicism!’ ! Years later, 
it was Keynes, with his classicism now abandoned, who success- 
fully performed the task of persuasion. Here, as so often in 
studying the controversy provoked by the General Theory, one feels 
that Professor Robertson is not so much denying the significance 
of the factors stressed by Keynes but rather protesting that these 
factors, to which he himself had previously tried to call attention, 
are not the only ones that have to be taken into account. 

In this connection Keynes surely made a real contribution by 
stimulating the study of the considerations that may lead’ people 
to hoard or dishoard. ‘‘ Where I suspect there is still work to 
be done,”’ wrote Professor Robertson himself in his review of 


the T'reatise, “‘is in clearing up the nature of the forces which 
let the spirit of hoarding loose.”” This is what Keynes sought to 


do when he emphasised that uncertainty about the future of 
security prices was a reason for holding cash. His treatment of 
the matter may not have been fully satisfactory, and there was 
some trouble with ‘‘ boot straps”; but progress had been made 
and an impetus had been given to further study. There is still 
“work to be done,” and it is difficult work because the facts are 
so elusive. We need not expect agreement to be reached for an 
indefinite period, but there is little sign of a divergence so funda- 
mental to imply radically different views about the causes of 
monetary instability. 

Before leaving the topic of hoarding it may be as well to make 
clear that, in attempting to reach a compromise in the use of 
terms, it has not been implied that the velocity of circulation 
varies only with changes in WM, balances relatively to M, balances. 
The ratio between M, balances and the monetary value of out- 

1 Essays in Monetary Theory, pp. 24-5 n. The quotation from the Minutes 
of Evidence of the Committee is as follows: ‘‘. . . (Witness). What it comes to 
is this, that a large part of what appears to be the rate of interest on long-dated 
securities is now really a premium for risk, or believed risk, and the long rate of 
interest remains high compared with Bank rate because it contains a large 


element of what are really profits, the reward for real or imaginary risks.” 
No. 251.—vou. Lx. PP 
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put should not be regarded as altogether rigid, and the variations 
that take place can have a direct effect on demand, not an indirect 
effect transmitted through the rate of interest.1_ The speculative 
balances themselves may be held not only with an eye to future 
security prices; possible fluctuations in the prices of com- 
modities may also afford a stimulus to become more or less liquid, 
and we must make some provision for balances built up out of 
forced savings during a period of suppressed inflation. The 
Keynesian division into M, and M, balances has been a very 
helpful one, but there may now be a need for some modifications 
and for a certain amount of tidying up. 

3. A sufficient measure of agreement has now been reached 
about the definitions of saving and investment to allow us to 
dispose fairly quickly of the controversy to which the General 
Theory gave rise. There is a flat inconsistency in that work 
between the “ straight-forward book-keeping usage,” ? which 
implies necessary equality between savings and investment, and 
the proposition that the two are brought into equality by a fluc- 
tuation in income.* This, as Professor Robertson reminds us, 
is about as sensible as to define an elephant’s trunk and its 
proboscis in identical terms, and then “ to go on to explain the 
profound biological forces which tend to adjust the size of the 
trunk to the size of the proboscis.” 4 It is sometimes held that 
Keynes can be defended against the charge of formal incon- 
sistency on the ground that in his model lags were assumed to be 
zero; but this will not do. Keynes refers to output lags, and it is 
not neglect of them but an irrelevant reversion to the ex post 
definitions which makes him nevertheless maintain that “the 
logical theory of the multiplier . . . holds good continuously, 
without time-lag, at all moments of time ” (General Theory, p. 
122). Thus any such attempt to justify his use of definitions at 
the expense of his sense of realism is likely to encounter difficulties. 
The most recent attempt of this kind has been made by Mr. 
Harry Johnson. ‘‘ The Keynesian theory,’ he writes, “. . . is 
a static theory ; it is not concerned with the succession of changing 
equilibrium positions.” > Now in a situation of equilibrium e 
ante saving and investment will be equal as well as ex post saving 


1 Cf. Robertson, Essays in Monetary Theory, p. 21. 

2 The expression is Mr. Harrod’s. JIbid., p. 456. 

3 Cf. Keynes, Economic JouRNAL, 1937, p. 249. ‘* The novelty in my treat- 
ment of saving and investment consists, not in my maintaining their necessary 
equality, but in the proposition that it is not the rate of interest, but the leve' of 
income which (in conjunction with certain other factors) ensures their equality.” 

4 Money, p. 209. 5 Review of Economic Studies, 1951/52, No. 49, pp. 93-4. 
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and investment, and Mr. Johnson assures us that “ no difficulty 
arises from the Keynesian definition if a strictly static form of 
argument is adhered to; for then only positions of simultaneous 
equilibrium of all the variables are involved.” This is so, but 
as a defence of Keynes’ exposition it is unconvincing. All the 
variables may be equal in positions of equilibrium, but that does 
not obliterate the distinction that Keynes failed to draw between 
the ex post and the ex ante. Admittedly, the confusion in Keynes’ 
mind may have been less serious than Professor Robertson’s 
criticism implies: Keynes seems in places on the very verge of 
drawing this distinction. The fact remains that he did not do 
so, and his work remains, therefore, open to valid criticism. Is 
it not, perhaps, unfortunate that some Keynesians have been 
reluctant to concede as much and have thus tended to prolong 
the controversy ? 

Professor Robertson relates to-day’s consumption to yester- 
day’s income, but it must not be inferred from this that he assumes 
any simple and constant relationship between the two. Although 
he has not denied that income is one of the determinants of con- 
sumption, he has been at some pains to emphasise the importance 
of other factors, such as changes in the distribution of income and 
variations in the liquid reserves held by consumers. The im- 
portance of these complicating factors is now being more generally 
recognised, and a good deal of the more recent work on fluctuations 
in consumption can be regarded—though this is rarely done—as 
a vindication of Professor Robertson’s views. The fall in the 
propensity to consume during a cyclical upswing is clearly attri- 
butable to some other important factors as well as to the rise in 
real income, and it is therefore unwise to predict, on the strength 
of cyclical experience, that consumption will fall relatively to 
real income over a longer period as a community grows wealthier. 
To take one of these other factors: the shift to profits during an 
upswing tends to pull down the proportion of income consumed, 
but over the trend there may be no sustained tendency for 
the distribution of income to change in this way. By 
allowing for such complications—including, of course, those 
discussed by Duesenberry *—the contrast between the cyclical 


1 Even in the short-period, such complications can be important: the 
proportion of income consumed fell during the cyclical recovery in the United 
States between 1921 and 1923, but the fall did not continue between 1923 and 
1929, years of fairly steady progress when real income per head rose substantially. 
Cf. Wilson, op. cit., Chapter XIII; Modigliani, ‘ Fluctuations in the Saving- 
Income Ratio,” Studies in Income and Wealth, vol. II. 

* Duesenberry, Income, Saving, and the Theory of Consumer Behaviour. 
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and secular behaviour of the propensity to consume can be 
largely explained. The implications are not altogether favourable 
for the Keynesian theory of long-term stagnation, but the 
Robertsonian sequence analysis is not in any way invalidated, 
Its validity does not depend upon there being any simple functiona] 
relationship between yesterday’s incomeand to-day’s consumption; 
nor does it depend upon there being a lengthy interval of time 
between the receipt of income and its expenditure. His sequence 
analysis should rather be regarded as a way of indicating that 
saving is attempted saving, not simply the total sums that happen 
not to be spent. The latter may exceed or fall short of attempted 
savings if the economy is not in equilibrium, and a mere equality 
between not-spending and actual investment is no indication of 
stability. Although his analysis differs in some respects from 
that of the Swedes, there is an obvious family resemblance. 

The lag between the receipt of income and its expenditure 
has come to be known as the “‘ Robertson Lag,” and this would 
be reasonable enough if it were not implied at the same time that 
Professor Robertson has neglected other lags. Professor Metzler, 
in an otherwise valuable and instructive essay, has gone so far 
as to say explicitly that: “‘ Robertson . . . assumes that con- 
sumers’ expenditure lags behind income, and that within a given 
expenditure period, output responds immediately to a change in 
sales.” 1 This is surely an odd thing to say about the author 
of A Study of Industrial Fluctuation where Aftalion’s Gestation 
Period is discussed at length in both analytical and statistical 
terms. It must be conceded that, in his later writings, rather less 
attention is given to the Gestation Period, but it is by no means 
ignored. One of the limitations of the usual models of the 
multiplier is that changes in consumers’ expenditure and changes 
in the output of consumers’ good are treated as though they were 
a single act, but Professor Robertson must not have this assump- 
tion attributed to him.? 

Although the controversy about Saving and Investment has 
now been fairly well cleared up, Professor Robertson, for his 
part, seems inclined to the view that the echoes of the original 
confusion may remain, and may, conceivably, influence policy. 
Thus he quotes the following statement by Lord Beveridge: 
“ capital expenditure itself brings into existence the very savings 


1 “Three Lags in the Circular Flow of Income,” Income, Employment and 
Public Policy, Essays in Honour of Alvin H. Hansen, Ch. 1. 

2 It may be noted that Professor Hicks has used both Robertsonian lags to 
good effect in his exposition of the Multiplier in A Contribution to the Theory of 
the Trade Cycle. 
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necessary to finance it.” ‘‘ Now does not that sentence,” asks 
Professor Robertson, “cry out for completion in some such 
words as these—‘ and can never therefore be carried out on an 
excessive scale’?’’1 Although this passage in Beveridge’s work ? 
js unfortunately expressed and contains some dubious remarks 
about the rate of interest, I do not think it could be shown that 
he, or indeed any competent Keynesian, has ever been so pre- 
occupied with the ex post identity as to apply the argument 
without reference to the amount of unused resources,® but at a 
less sophisticated—though not unimportant—level of discussion, 
the error may well be encountered. Ideas tend to lose their 
subtlety in the process of becoming more generally accepted, and 
some of Keynes’ remarks, half-understood and applied in a 
manner that would have shocked their author, may have tended 
in recent years to undermine the traditional maxims that used to 
impose some restraint on extravagance in public expenditure. As 
for Lord Beveridge, his real error lay not so much in giving universal 
application to the proposition quoted above as in assuming that 
conditions after the war would shortly be such as to make it 
relevant. In this he was not alone; most of us made the same 
nistake. 

4. The Theory of the Multiplier, as presented in the General 
Theory, suffered from Keynes’ failure to distinguish between 
attempted saving and investment and actual saving, and invest- 
ment. (The effect of this faulty treatment can still be seen in 
the improper identification of the relationship between invest- 
ment and income, as measured by the statisticians, with the 
Multiplier.) But the error can be corrected and the theory 
expounded, as Professor Robertson himself has shown,‘ in a form 
which, whatever its limitations, is at least free from this internal 
inconsistency. That the theory has its limitations is undeniable, 
but is it really nothing more than “ a little piece of algebra which 
serves in many expositions as a magic carpet to waft us from one 
platform to the next”? It is long past time that people began 
to speak irreverently about the multiplier, but apart from the 
need at the moment for a certain amount of debunking, is this a 
fair comment? And is the Propensity to Consume nothing more 
than “ a potentially useful little brick ” ? 5 

1 Money, p. 207. 

* Full Employment in a Free Society, pp. 337-8. 

* Afcer all, one of the leading Keynesians—Mr. R. F. Harrod—has argued 
more strongly than anyone else that investment has been excessive since the war. 


‘ “Effective Demand and the Multiplier,’ Hssays in Monetary Theory, 
Ch. ix, § Money, p. 211-12. 
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The verdict on the Theory of the Multiplier will largely 
depend upon whether the expression is interpreted in a narrow 
sense to mean “ the little piece of algebra,”’ or more broadly to 
cover some general considerations of which “ the little piece of 
algebra’ is merely a special example. The simple algebraic 
model is based on a number of limiting assumptions—constancy 
in the marginal propensity to consume, complete elasticity in the 
supply of funds, complete elasticity in the supply of consumers’ 
goods, zero elasticity of expectations, no induced investment, no 
secondary effects on public finance and no effect on foreign trade. 
In this form the theory is open to at least as much criticism as 
the more mechanistic versions of the Acceleration Principle, and 
it is a little odd that some of those who have poured scorn on the 
latter are still prepared to treat the former with apparently 
undiminished respect. Both theories, however, can be presented 
less rigidly and in more general terms, and both are then of major 
importance. That of the Multiplier has served to attract attention 
to considerations, which, if not entirely ignored, were inadequately 
appreciated before its appearance: that, at a time when large 
numbers are out of work, the beneficial ~ffect on employment of 
a rise in investment will not be confined to the industries making 
capital goods; that, if there are idle resources, consumption and 
investment are likely to move in the same direction instead of 
being alternatives as the earlier theories, which usually started 
with the initial assumption of full employment, were wont to 
suggest; that the marginal propensity to consume, whether 
constant or not, will be one of the major determinants of the 
magnitude of the subsequent change in income. It is in some 
such general sense that Professor Robertson himself seems to be 
using the term when he refers, in the new Introduction to [n- 
dustrial Fluctuation, to the “ multiplier effects’ in Marshall's 
account of a trade depression.!_ Moreover, it should be observed, 
in fairness, that in Professor Kahn’s original exposition a great 
deal of attention was devoted to some limitations of “ the 
little piece of algebra,”’ and Keynes himself had some qualifying 
remarks to make. It is also true that account was quickly taken 
of the secondary changes in Investment that a multiplier ex- 
pansion may induce. “ Dogs wag tails, as well as tails dogs,” * 
“* but the double wag ”’ was one of the main features of Mr. Harrod’s 
T'rade Cycle which followed the General Theory after a very 
short interval. 


1 Principles, pp. 710-11. 
2 “ Effective Demand and the Multiplier,” Essays in Monetary Theory, p. 120. 
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Professor Robertson has shown how satisfactorily his own 
period analysis can be used to expound the Theory of the Multi- 
plier, although his object in doing so was to criticise. In view of 
their protracted controversy, it is ironical to reflect that Keynes, 
for his part, might well have escaped the confusion into which he 
fell if he had adopted this technique and used it to express ideas 
which were probably more important in the thirties than those 
contained in most of Professor Robertson’s own models. With 
the wisdom that comes after the event, one cannot help feeling 
that the most natural and obvious development of Professor 
Robertson’s technique was to introduce various assumptions about 
the marginal propensity to consume; Keynes does not appear to 
have seen this, and Professor Robertson himself took this further 
step only after the publication of the General Theory—and with- 
out any obvious enthusiasm.4 In his new Preface to Banking 
Policy and the Price Level he now observes that, ‘‘ While Keynes 
must at the time have understood and acquiesced in my step-by- 
step method, it is evident that it never, so to speak, got under his 
skin.” Admittedly the persuasiveness of Robertson’s earlier 
work was greatly weakened by what he now calls his somewhat 
“outré technical terms ”’; but the idea of a period analysis could 
have been adopted without taking over all those terms. 

5. We have referred above to Professor Robertson’s pre- 
occupation in most of his writings with inflationary expansions, 
and it is not surprising that he should now complain about the 
comparative neglect of price changes in much of the Keynesian 
literature. In particular, he condemns Mrs. Robinson’s sugges- 
tion that there should be “‘ two separate compartments of thought, 
one a theory of money proper and the other a theory of output or 
employment.” 2 “ But we cannot,” he writes, “draw a hard- 
and-fast line, as some have sought to do, between what happens 
when there are unemployed resources and what happens when there 
issomething more or less arbitrarily defined as full employment.” * 


1 “ Effective Demand and the Multiplier,” op. cit. 

* Money, p. 204. The reference is to Mrs. Robinson’s article in the Review of 
Economic Studies, 1933-34, p. 26. Her remark is a little ambiguous. It may be 
objected that one of the principal features of Keynesian thought was its insistence 
on the link between monetary expenditure and output; the suggestion that the 
two be divorced may therefore seem a little strange. But this is not, I suspect, 
what she had in mind, and her meaning could probably be conveyed more clearly 
by deleting “‘ a theory of money ”’ in the quotation above and substituting “a 
theory of the value of money.” This is clearly how Robertson has interpreted 
the passage. . 

* Money, pp. 204-5. It may be recalled that Mrs. Robinson herself stressed 
this very point in Chapter I of Essays in the Theory of Employment. 
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While it would be difficult to disagree with the latter sen- 
tence, one is left, I think, with the impression that Professor 
Robertson shows some reluctance in his new commentaries to 
admit that most economists—including Keynes himself—who 
wrote about these matters before the publication of the General 
Theory, were guilty, at the opposite extreme, of neglecting the 
importance of changes in output. Of course, he is right to rebut 
the modern belief that the assumption of full employment was 
steadfastly maintained in the earlier works. It is only necessary 
to turn to the original text of Money to find some strongly worded 
passages about the evils of unemployment, and the policies he 
advocates for the cure of depression scarcely imply constant real 
output! Moreover, apart from the prolonged discussion of the 
secular determinants of output in much of the pre-Keynesian 
literature, a great deal was said about the effect of short-period 
fluctuations on the demand for capital goods; after all, the 
Acceleration Principle has an ancient lineage. But it is a rather 
different matter when we turn to savings. That the volume of 
real income is one of the determinants of the volume of savings 
was clearly recognised, but the significance of this fact was not 
adequately appreciated: if there are unemployed resources, an 
increase in output stimulated by an increase in expenditure will 
raise the volume of savings. 

It is difficult to feel entirely convinced by the treatment of 
these matters in the new Introduction to Banking Policy and the 
Price Level, where Professor Robertson observes : 


“It is bound to remain to me a source of some bewilder- 
ment that at some time in the period following 1930, the 
idea that monetary analysis is concerned with the behaviour 
of output as a whole should apparently have struck Keynes, 
or at any rate, the able little group who were then advising 
him, with the force of a new discovery.” 


In the same paragraph he refers to a section in this book on the 
effect of hoarding, and explains that although the formal analysis 
was “carried out on the simplifying assumption that the pro- 
duction and sale of commodities remain unchanged, . . . the 
ultimate concern of this section, as of the rest of the book (see the 
Table of Contents), was with changes in owtput.”’ This is all very 
difficult, and perhaps we, in turn, may express some bewilderment. 

The changes in output discussed by Professor Robertson in 
his original texts were often structural, such as relative changes 
in the production of investment goods and consumption goods, 
or changes reflecting altered preferences as between income and 
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leisure. The possibility of general deflation, or “ over-pro- 
duction,”’ is considered in the Study of Industrial Fluctuation, but 
the treatment is somewhat equivocal. In his new Introduction to 
this book the author refers to his rough handling of Say’s Law, 
but by modern standards it seems gentle enough; this is not 
surprising, for the Law is discussed before he has allowed for the 
effect of modern wage and money systems. , Elsewhere there are 
stronger hints, such as his firm rebuttal of what came to be known 
as the Treasury View. There was a similar recognition of the 
effect of deflation on output in Banking Policy and the Price Level, 
and when he came to prepare the 1928 edition of Money, he in- 
cluded a chapter on policy which, if it were now to be published 
anonymously as a separate pamphlet, would undoubtedly be 
described as “‘ moderately Keynesian ” by any reviewer who did 
not recognise it. Nevertheless, as he himself concedes, his main 
attention was devoted, even in 1928, to the problem of inflation, 
and he gives what is clearly the right explanation of an attitude 
which he shared with most other economists when he says : 

“‘ T had shaken down to what I was then justified in calling 
the ‘common opinion’ that, if this (i.e. inflation) could be 
avoided, there was good hope that the worst evils of trade 
depression could thereby be averted. In short, I shared the 
view that depression was a recurrent rather than an endemic 
malady ”’. 3 

This view he now contrasts with “ the stagnation thesis.” 

The theory of stagnation has been described as “ the essential 
content ’’ of Keynes’ theory in an article? by Professor John H. 
Williams, of which Professor Robertson has said, ‘‘ I know of no 
shrewder appraisal of the ‘new economics...” * What is 
meant by “‘ the stagnation thesis’? Professor Williams answers 
this question by giving the following quotation from Keynes : 

“‘ The richer the community, the wider will tend to be the 
gap between its actual and its potential production; and 
therefore the more obvious and outrageous the defects of the 
economic system. . . . Not only is the marginal propensity 
to consume weaker in a wealthy community, but, owing to 


its accumulation of capital being already larger, the oppor- 
tunities for further investment are less attractive.” 


The prophecy that mature, wealthy economies would suffer 
from stagnation has now been subjected to a great deal of critic- 


1 Money, p. 214. 

*“ An Appraisal of Keynesian Economics,” Proceedings of the American 
Economic Association, May 1948. Reprinted in Post-War Monetary Plane, ' 
and Other Essays, Ch. 1. 

® “Some Notes on the Theory of Interest,” loc. cit., p. 97. 
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ism, and even Professor Hansen is no longer so robust a defender 
of the faith. This was Keynes at his most donnish and least 
scientific, and if the prophecy is “ the essential content ” of his 
theory, then that theory may not, after all, be of major import- 
ance. But there is a more interesting line of thought running 
through these passages of the Keynesian literature, which we 
may call “the theory of the weak boom.” It is a fact, not a 
prophecy, that some booms may be too weak to carry the economy 
to the point of ‘“ full employment,” and Keynes’ theory was 
largely concerned with the implications of this fact. There was 
no need to suggest, as he did, that booms would continue to be 
weak and would, indeed, get weaker; for to take this further step 
was to make a dubious prophecy about developments in that 
long-run in which we are all dead. It was enough that, whatever 
the distant trend might be, the inter-war booms had been suffi- 
ciently weak (after 1920) to have made much of the earlier 
literature seem out of balance. If booms were weak, the analysis 
of inflation would be less interesting than the analysis of cyclical 
fluctuations in realincome. If booms were weak, it would scarcely 
be plausible to hold that by moderating them, ‘“‘ the worst evils of 
trade depression could thereby be averted.’ 1 I believe it is here 
rather than in the theory of secular stagnation that “‘ the essential 


content ’’ of Keynes’ thought is to be found—or at all events part 
of that content. 


Let us pose once again some of these questions about Pro- 
fessor Robertson’s own ideas that are not clearly answered in his 
recent works. If he were now describing afresh the principle 
features of the trade cycle, would he not place a good deal more 
emphasis on changes in the volume of output than he did before 
1936—although it is true that such changes were never ignored 
in his earlier work?? While continuing to stress the importance 
of changes in prices and in the distribution of income, topics 
which are somewhat neglected in the neo-Keynesian literature, 
would he not think it desirable to pay more attention than he 
formerly did to the effect on the volume of savings of variations 
in real national income—an effect which receives no more than a 
passing mention even in his remarkable essay of 1934?% If the 
answer to these questions should prove to be in the affirmative, 
it would seem to follow that the Keynesian contribution deserves 


1 Money, p. 214. 

2 Cf. the new Introduction to A Study of Industrial Fluctuation, p. ix. 

3 “ Industrial Fluctuation and the Natural Rate of Interest,” Essays in 
Monetary Theory, Ch. V, pp. 85-6. 
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a slightly more sympathetic treatment than it has received in his 
recent publications. 

6. To borrow one of his own metaphors, Professor Robertson 
has always walked the tight-rope of policy with Blondinian skill. 
He could not, it is true, be called a Blondinian if there were sub- 
stance in the belief that he is a firm opponent of “ compensatory 
fiscal measures ’’ and an unrepentant believer in that old-fashioned 
nostrum, the rate of interest. But so simple a classification of so 
subtle an adviser reflects only confusion and misunderstanding. 
From his earliest writings he has adopted a many-sided approach, 
and his former belief that the excesses of the boom were the real 
cause of the depression did not prevent him from advocating 
vigorous action in order to stimulate a recovery. 

In his first book (published in 1915) he rejected with scorn 
Mr. Hawtrey’s “Treasury View” and gave his “ cordial” 
support to a policy of public investment as one of the remedies 
to be adopted in bad times. In the same book there is a plea for 
“a saner and more centralized investment policy ” (p. 266) and 
a proposal—to be accepted in substance about thirty years later 
in a great state document, the White Paper on Employment 
Policy—that “‘ a detailed report on new contracts for structural 
work or machinery should be compulsorily submitted to the 
Board of Trade.’”’ Information about stocks should also, he 
held, be collected. Banking policy, briefly dealt with in this 
book, was naturally given a much fuller treatment in Money. 
In the 1928 edition 1 he was warning his readers that the rate of 
interest, while it would be of assistance and should certainly be 
employed, might not prove to be as efficacious as was sometimes 
hoped. Monetary policy was likely to be more powerful in 
checking a boom than in curing a depression, but even in the up- 
swing it should be qualitative as well as quantitative. In the 
depression borrowing might still be insufficient because it might 
not be possible to reduce the rate of interest enough to entice 
sufficient borrowers—a proposition of central importance in the 
General Theory, where it was, however, supported by different 
arguments. In such circumstances there would be need for “a 
more powerful ally—the Government of the country itself ’’— 
armed with a policy of counter-cyclical expenditure. Moreover, 
interest policy might sometimes conflict with communal needs 
which were imperfectly represented on the market. 

“ The present generation seems to have made up its mind 
about the provision of working class houses; and he must be 


1 In particular, Ch. VIII. 
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a bold man who, knowing and visualising all the relevant 
social facts, declares that it is wrong. Now once such a 
decision has been deliberately taken it seems merely vexatious 
to hamper its execution by forcing the enterprise in question 
to submit to the ordeal by rate of interest. In such cir. 
cumstances it may fairly be urged that the banks, being, when 
all is said and done, the servants of the community, should 
be instructed or exhorted or entreated to give effect to its 
wishes by putting a generous ration of loans at the disposal 
of the neglected enterprise.” } 


Professor Robertson would have earned applause in rather 
different quarters if, twenty years later, he had merely repeated 
passages such as these from his earlier writings instead of deliver- 
ing a new lecture on ‘‘ The Economic Outlook.” # 

Enough has been said, I hope, to indicate the wide range of 
Robertsonian policy and to give some impression of the modernity 
of what he said so many years ago. Yet it was, I suspect, the 
very enlightenment of his own views which made it difficult for 
Professor Robertson to appreciate the revolution in thought 
which followed the publication of the General Theory. Twenty 
years before Keynes published his magnum opus, Professor 
Robertson had attacked the fallacy behind the Treasury View, 
but the validity of his criticism had not been generally accepted. 
His arguments were further developed and set out at greater 
length in the twenties, and he was supported by some of his 
colleagues—notably Keynes himself. Progress was made, but 
the fact remains that remnants of the Treasury View persisted. 
A great change in outlook was required, and Keynes, heavily 
engaged as he always was in the thick of the fight, formed a clear 
notion of the strength of the opposition. In the end it was his 
rhetoric and his new mystique which carried the day, although 
Professor Robertson’s earlier attacks contributed in no small 
measure to his success. 

7. However easy it may be to show that Keynesian ideas 
were less original than some of their exponents have been wont 
to suggest, the effect of the ‘“‘ New Economics,” viewed as 4 
whole, was immensely impressive, and the change in emphasis 
which followed its acceptance was appropriate enough in the 
circumstances of the time. But circumstances alter with dis- 
concerting speed, and since the outbreak of the War part of the 
“New Economics ” has been irrelevant, although it is only fair 


1 Money, p. 173. 
2 The lecture was delivered to Section F of the British Association and 
printed in the Economic JourNAL, December 1947. 
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to add that the study of the national income, which derived so 
powerful a stimulus from Keynes’ conceptual framework, is as 
valuable in times of inflation as in times of deflation. On the 
face of it, it might have been expected that the older theories of 
instability, which were so much concerned with inflation, would 
then have come back into favour, but these theories needed to 
be substantially modified in order to allow for the effect of con- 
trols and in order to relate the reasoning more closely to the 
national income concepts. For example, the assumption that 
real wages would fall while profits and, with them, corporate and 
personal savings, were inflated, does not seem to be altogether 
inharmony with recent experience. If the Keynesian “‘ economics 
of depression ”’ has not been applicable, neither has the economics 
of open inflation; a third category, the economics of suppressed 
inflation, has had to be evolved. No doubt Keynes himself, who 
was always so exhilarated by these swift changes in circumstances, 
would have continued to work on this new task which he had 
already begun in his pamphlet, How to Pay for the War; his 
followers, for their part, have not been the most backward in 
doing so. 

It must, nevertheless, be conceded that some ideas, which 
had their origin in the General Theory or were greatly strengthened 
by it, have had an unfavourable effect on what we may call 
“middle-brow opinion.”” Of these, the first we need mention is 
the belief that the main threat to the level of employment is 
always too little monetary expenditure. Thus it is sometimes 
held that, if we cannot hope to hit exactly the right level of ex- 
penditure, it is wise to err a little on the side of inflation rather 
than risk some unemployment. To argue thus is to overlook the 
fact that too much monetary expenditure may create mass un- 
employment if it brings disaster to the balance of payments of a 
country which is heavily dependent upon imported raw materials ; 
an inflationary full-employment policy may therefore defeat its 
own object. This is one of the lessons which Professor Robert- 
son, for his part, has sought to teach.* 

A second consequence of the “‘ New Economics ”’ has been a 
too exclusive emphasis on budgetary policy as a means of con- 
trolling monetary expenditure. Enough has been said to show 
that Professor Robertson was one of the first to express scepticism 
about what could be done by means of the rate of interest and to 
advocate what is now called ‘“‘ functional finance”; but the 


1 “ What Has Happened to the Rate of Interest ?” Utility and All That, Ch. 5, 
p. 92, 
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reaction against banking policy, when it came, went too far, and 
Professor Robertson, preoccupied as usual with the dishearten. 
ing task of trying to advance a balanced view, has given many 
unpopular warnings about the danger of placing “ too big a burden 
on the broad shoulders of Police-Constable Public Finance.” He 
has reminded us that “Sir Stafford Crippses . . . do not grow 
on every gooseberry bush,” and even when there is a Crippsian 
determination, severe damage may be done if taxation is raised 
to a very high level. As usually happens, the events have run 
ahead of popular theory. Banking policy was—until recently— 
dethroned and exiled, and budgetary policy exalted in its stead; 
but while this was going on, the burden of state expenditure was 
sapping the victor’s strength. If the budget is to be the principal 
method of checking inflation, the sums needed to meet public 
expenditure must not stretch the somewhat inelastic limits of 
taxable capacity too tightly; otherwise it becomes necessary to 
choose between an inadequate surplus on the one hand and, 
on the other, a level of taxation that cannot be reconciled with 
the needs of healthy industrial development. Functional finance 
had not been rendered impotent, but it has been sufficiently 
weakened by heavy public spending to justify the restoration, 
as an additional and reinforcing measure, of the old-fashioned 
policy of credit control. Professor Robertson’s advice was taken 
at last in 1951 and 1952—and if it is held that this was rather late 
in the day to do so because the inflationary gap had become less 
menacing, it may be replied, first, that the gap had by no means 
disappeared, and, secondly, that, as Professor Robertson has 
pointed out, there is a close connection between credit policy and 
wage inflation.! 

It takes a great deal of optimism to suppose that no harm 
will be done, even in a period of strong inflationary pressure, by 
providing an elastic supply of credit on easy terms. I find it 
difficult to believe that Keynes would have held so sanguine 4 
view over the past few years, and the following observation by 
Professor John H. Williams is of no small interest: “‘ Keynes 
changed his mind, and almost the last time I saw him was com- 
plaining that the easy money policy had been greatly overdone, 
and interest rates were too low both in England and here.”? 
The fact remains that the creed of cheap money—the faith that 

1 “ What Has Happened to the Rate of Interest ?”’ loc. cit., p. 90-2. 

2 “ An Economist’s Confessions,” American Economic Review, March 1952, 
p. 14. But some of Keynes’ followers do not appear to have accepted this view. 


Cf. Harrod’s defence of cheap money even in 1947: Are These Hardships 
Necessary ? pp. 124 et seq. 
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defies economic vicissitude—grew out of Keynes’ ‘“‘ economics of 
depression.” ‘ 

The last feature of the neo-Keynesian recommendations with 
which we shall deal is the proposal that investment should be 
stabilised. Doubts have been expressed about the extent to 
which such a policy can be implemented so long as large sectors 
of industry remain in private hands, and the controversy has, I 
think, mainly centred around this question of enforcement. But 
is it really true that a stable volume of investment is a wise 
objective? Or rather, since it is bound to be a question of degree, 
how much stability do we want and what price are we prepared to 
pay for it? Over a period of many years, Professor Robertson 
has been asking these questions, and I suspect that the sooner we 
face the fundamental issues he has raised, the less likely are we 
to be disillusioned by the outcome of full-employment policies. 
Professor Robertson, it need scarcely be said, has always recog- 
nised that there are secondary, or induced, declines in investment 
during a downswing, and the case for preventing “‘ a purposeless 
and obscene orgy of destruction ’! is not in doubt. But periodic 
variations in the utility of investment goods must be expected, 
and these variations can be ignored only at the expense of sacrifices 
in other directions which may become excessive. “To a large 
extent, in the writer’s view, fluctuations in the desirability of 
acquiring instruments are the inevitable penalty of industrial 
progress.””2 Since the War, investment, though restricted, has 
probably been at a higher level than a policy of cyclical stabilisa- 
tion would have warranted, but it is not surprising that we should 
have allowed more immediate needs to govern our decisions about 
the number of houses, factories, ships and machines we should 
try to construct. Some fluctuations in investment are desirable 
and some are not. Professor Robertson’s work on the trade cycle 
has been largely concerned with distinguishing between the two 
in the hope that means can be found “ to limit the turbulence, 
without destroying the vitality ” of industrial change. 

8. We have now worked backwards from the study of policy 
to Professor Robertson’s views on the trade cycle. No attempt 
can be made here to assess his immense contribution, but it may 
at least be possible to indicate his method of approach. Professor 
Robertson, whose views are similar in some ways to Schumpeter’s, 
has laid great, though not exclusive, emphasis on innovations as 
a cause of the cycle. He has tended to regard the cycle as an 


1 “The Snake and the Worm,” Essays in Monetary Theory, p. 105. 
® Banking Policy and the Price Level, p. 94. 
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aspect of industrial progress, and to infer that the nature of the 
fluctuations cannot be understood if the study of them is isolated 
from the study of industry. By contrast, most of what has been 
written on the trade cycle over the past couple of decades, in 
this country at least, has been concerned with the construction 
of models which will display a self-persistent cycle. Instead of 
trying to discover and to analyse the main “ strategic factors ” 
that may govern the course of the cycle, the authors of these 
models have reduced the number of factors to the minimum con- 
sistent with perpetual motion. There has been, of course, a 
partial justification for this method, and much has been learned 
from the ‘‘ endogenous ” models so constructed. But there has 
been some tendency to forget—what no one would explicitly 
deny—that these models are only preliminary exercises from which 
many factors have been excluded either because they are “ un- 
necessary ”’ or because they cannot easily be given a mathematical 
form. Thus the cyclical changes in the distribution of income, to 
which Professor Robertson has given so much attention, now tend 
to be ignored; and, to an even greater degree, the complex 
process of industrial change has suffered from more or less chronic 
neglect. Without questioning the usefulness of the work done 
by the model-makers, I would suggest that their methods have 
received too exclusive attention, and to this I would add that 
there has been a parallel tendency to place a too exclusive 
reliance upon the methods of those “ latter-day wizards, the 
econometricians.”” But I cannot do better than quote Pro- 
fessor Robertson’s own remarks about the various ways in which 
the trade cycle has been studied : 

“ As to stylised models of the cycle, of the kind now s0 
fashionable, they doubtless have their uses, provided their 
limitations are clearly understood. We must wait with respect- 
ful patience while the econometricians decide whether their 
elaborate methods are really capable of covering such models 
with flesh and blood. But I confess that to me at least the 
forces at work seem so complex, the question whether even 
the few selected parameters can be relied on to stay put 
through the cycle or between cycles so doubtful, that I 
wonder whether more truth will not in the end be wrung from 
interpretative studies of the crude data of the general type con- 
tained in this volume, but more intensive, more scrupulously 
worded and more expert.” 2 

9. We have already noted the main points of conflict between 
Robertson and Keynes, some of them attributable to verbal 


1 Cf. “‘ An Economist’s Confessions,” by J. H. Williams, loc. cit. 
2 A Study of Industrial Fluctuation, pp. xvi-xvii. 
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difficulties, others real enough; in conclusion it may be illuminat- 
ing to attempt the regrettably unfamiliar exercise of recording 
how much they have in common. We are not sure how much 
Professor Robertson would now modify his earlier analysis; 
this difficulty will continue to perplex us, but I believe it is 
possible to argue that the points on which he and Keynes are in 
agreement are more important than those on which they differ. 
In attempting to support this claim, I shall confine most of my 
attention to Keynes’ own works and neglect in the main those of 
his followers—a vaguely defined group, in which many conflicting 
views are represented. I shall use terms derived from various 
sources, not, I hope, inconsistently, but with little tenderness for 
that strange academic prudery which seems to afflict some of 
Keynes’ supporters. 

The controversy about savings and investment need not detain 
us. The terms are used in two different senses in the General 
Theory; Keynes failed to distinguish between these senses, and 
the stubbornness with which he and some of his followers defended 
his position was responsible for much needless dispute; but the 
error can be corrected without upsetting Keynes’ argument, and 
it is probably true that outside Cambridge this particular con- 
troversy is now dead. We may therefore say that both Keynes 
and Robertson are in agreement on the central proposition that 
the amount people try to save may diverge from the amount 
people try to invest, with consequent changes in total monetary 
outlay. If this proposition, taken by itself and without reference 
to their controversy, now sounds almost too obvious to be worth 
advancing, it is well to remember that its general acceptance, at 
least in this country, was largely achieved by the combined 
efforts of Robertson and Keynes. Savings and investment may 
diverge because the rate of interest does not act as the equili- 
brating factor it was once supposed to be.! To say this is not to 
deny that savings and investment can have some direct effect 
on the rate of interest. Here Keynes tended to advocate a view 
that was unnecessary for his main thesis. It would have been 
enough to say that there are other forces at work of sufficient 
importance to promote a major fluctuation in monetary outlay, 
and Professor Robertson, for his part, has long since emphasised 
that this is in fact what happens. In this connection the con- 


1 One has to be careful at this point. Many of the earlier economists 
recognised that the rate of interest might not be allowed to do its job during an 
expansion, but they were reluctant to admit as much about a contraction. I 
have already referred to this asymmetry in classical thought in the first chapter 
of Fluctuations in Income and Employment, 

No. 251.—von. Lx1I1, QQ 
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tribution of the General Theory was twofold: it emphasised the 
importance of changes in the desire to hold idle balances, and it 
drew attention to the need for further study of the motives that 
lead people to want such balances. There is still a good deal of 
uncertainty about the manner in which hoarders behave, and the 
links between different parts of the capital market, different 
rates of interest and different security prices are by no means 
clear. To pretend that there is now a settled body of opinion 
about these matters would be absurd, but that is not the imme- 
diate point at issue. What we are concerned with is to say that 
although there has been a mountain of misunderstanding, for which 
Keynes must bear much of the blame, there appears to be no 
irreconcilable conflict between his basic ideas and those of Pro- 
fessor Robertson. 

One of the principal changes brought about by the Keynesian 
Revolution was to lay greater stress on the effect of changes in 
real income. Here we can only ask whether Professor Robertson 
would not agree that this was desirable in the circumstances of 
the time, even if, as so often happens, the change of emphasis 
went too far. Would he himself not now be inclined to pay rather 
more attention than he did in some of his earlier works to the 
occurrence of weak booms?! Here too, Keynes went too far, 
momentarily intrigued as he was by his prophecy of stagnation; 
but it is not hard to trace a path of compromise, provided some 
realistic allowance is made for the differences between cycles. 
The propensity to consume was over-simplified by Keynes, and 
the theory of the multiplier unduly exalted. But would Professor 
Robertson, for his part, be prepared to concede that the size of 
the marginal propensity to consume, whether steady or not, is a 
critical factor—not merely “a potentially useful little brick ”— 
and one which his own earlier models neglected ? 

In reviewing Professor Robertson’s recommendations for the 
control of the trade cycle, I have already commented on their 
Keynesian flavour. Perhaps I should have said that Keynes’ 
recommendations have a Robertsonian flavour, but my concern 
is not with historical precedence, an almost insoluble issue in any 
case, but with the marked degree of similarity between their views. 
This similarity appears more striking when it is recalled that 
Keynes’ own views, as expounded, for example, in The Times in 
1936, were a good deal more modest than some of these now 


1 Weak booms are in fact discussed in his two famous essays, “‘ The Snake and 
the Worm” and ‘ The Trade Cycle—An Academic View,” both reprinted in 
Essays in Monetary Theory, 
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entertained about “full employment.’’ In matters of policy I 
suspect that the main difference was one of general outlook. Keynes 
always tended to be optimistic about what could be done; his 
recommendations were advanced with confidence, and he seems 
to have felt that great improvements could be made if people 
with the right ideas were in charge of affairs. By contrast the 
author of “‘On Sticking to One’s Last”! has always appeared 
cautious, more impressed by the uncertainty of the future and 
more dubious about the infallibility of even the best of advisers. 
Keynes’ belief in what could be done with clever men in control, 
and his impatience with those who obstructed their path formed 
a certain bond of sympathy between him and the supporters of 
rigorous economic planning, but his temperamental bias did not 
lead him to abandon his belief in a liberal economy before the 
war. We need not embark upon much dubious speculation about 
the extent to which Keynes would have favoured the use of con- 
trols in post-war Britain; some may suspect that before his death 
he had begun to believe in such planning to a much greater extent 
than Professor Robertson, but the evidence is conflicting; at all 
events his work on international trade scarcely implied that he had 
lost faith in the price mechanism. Moreover, his famous letter 
to Professor Hayek, though it revealed a divergence of views, 
showed that he was not prepared to dismiss as absurd the fear that 
we might drift unwittingly down the Road to Serfdom.? 

The trade cycle receives only scanty treatment in the General 
Theory and in Keynes’ subsequent writings, but there is sufficient 
evidence to suggest that his general approach was not altogether 
dissimilar to Professor Robertson’s. Admittedly the theory of 
the multiplier seems to imply a belief in at least one key para- 
meter, but to my mind the general tone of the book, with its 
heavy emphasis on volatile expectations, is hostile to the view 
that elaborate mechanical models can provide a sufficiently 
realistic explanation of the trade cycle. Moreover, the classical 
attack on econometrics was delivered by Keynes himself in his 
review of Professor Tinbergen’s work, and his criticism was strong 

1 Economic JOURNAL, December 1949. 

* Harrod, loc. cit., p. 436-7. The letter also reveals his optimism about what 
can be done with the right people in control. ‘* Moderate planning will be safe if 
those carrying it out are rightly orientated in their own minds and hearts to the 
moral issue. This is in fact already true of some of them. But the curse is that 
there is also an important section who could almost be said to want planning 
not in order to enjoy its fruits but because morally they hold ideas exactly the 
Opposite of yours, and wish to serve not God but the devil.” He appears 


confident that this evil could be exorcised, though the grounds for his confidence 
remain obscure. 
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and forthright as compared with the misgivings gently expressed 
from time to time by Professor Robertson. It was unfortunate 
that Keynes was unable to develop his ideas on the cycle, and it js 
still more unfortunate that Professor Robertson, for his part, 
has not taken the opportunity to revise those theories which 
originally made such an impressive contribution to the subject. 
The Study of Industrial Fluctuation, great book though it is, is 
out of date, as its author would be the first to admit ; in particular, 
the subtle analysis of industrial change that it contains needs to 
be related to a more modern theory of effective demand. In the 
books and articles that appeared between the Study and the 
appearance of the General Theory, Professor Robertson did in fact 
go a long way towards making this relationship plain; but a good 
deal has happened since then, and it has surely not all been in 
vain. Presumably there are some points in the Keynesian theory 
which should now be incorporated in the Robertsonian account 
of the cycle. The neo-Keynesians, for their part, have been 
primarily interested in mechanistic constructions in which great 
aggregates move along predestined courses; the complexity of 
industrial growth, the structural changes that accompany the 
cycle, the connection between economic progress and the in- 
stability of investment—these and many related topics have 
tended to go out of fashion. Admittedly we have learned a 
great deal from the study of mechanical models, and it would, I 
think, be a great mistake to imply that we must choose between 
the two methods of approach; both are needed. We have also 
learned a great deal from the controversies about savings, invest- 
ment and liquidity preference that have occupied so much of 
Professor Robertson’s attention in recent years. But one cannot 
altogether suppress the suspicion that the most important task 
has been largely neglected—that of combining some of Keynes’ 
innovations with Professor Robertson’s own theory of industrial 
instability. Such a combination would surely provide us with a 
more impressive and realistic account of cyclical fluctuations than 
has yet been evolved. 
T. WILson 
University College, 
Oxford. 





IMPERFECT COMPETITION REVISITED 


The Economics of Imperfect Competition was a scholastic book. 
It was directed to analysing the slogans of the text-books of 
twenty years ago: “price tends to equal marginal cost” and 
“ wages equal the marginal product of labour ”’; and it treated of 
text-book questions, such as a comparison of the price and output 
of a commodity under conditions of monopoly and of competition, 
demand and costs being given. The assumptions which were 
adequate (or which I hoped were adequate) for dealing with such 
questions are by no means a suitable basis for an analysis of the 
problems of prices, production and distribution which present 
themselves in reality.1 


1. INDUSTRIES AND MARKETS 


The assumption that each firm produces a single commodity 
conceals the distinction between the output of an industry—that is, 
a group of firms engaged in production of commodities alike in 
their methods of manufacture, and the supply to a market—that is, 
the demand for a group of commodities which are close substitutes 
foreach other. In ordinary language when we speak of the cotton 
industry, the iron-founding industry, the boot-and-shoe industry 
(leather) we are thinking of a group of firms engaged in a certain 
type of production, governed by the kinds of object produced 
and the materials of which they are made. Sometimes a single 
firm produces very diverse objects which are complements to each 
other, and therefore sold together (pens and blotting-paper, low- 
power electric motors and artificial teeth) and sometimes quite 
unrelated objects are bound together in production because they 
are bound together in selling by conventional shopping habits 
(hair-brushes and medicines). Many of the products of a single 
industry are extremely remote substitutes for each other. There 
is no overlap, for instance, between the markets for men’s and 

1 T should like to take this opportunity of saying that I have never been able 
to grasp the nature of the distinction between imperfect and monopolistic com- 
petition to which Professor Chamberlin attaches so much importance. (Cf. 
“Monopolistic Competition Revisited,” Economica, November 1951.) It appears 
to me that where we dealt with the same question, in our respective books, and 
made the same assumptions we reached the same results (errors and omissions 
excepted). When we dealt with different questions we naturally made different 
assumptions. In many respects Professor Chamberlin’s assumptions were more 


interesting than mine, in particular in connection with oligopoly and with product 
differentiation as a dynamic process. 
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children’s shoes or for drain-pipes and stoves. On the other hand, 
products of totally different industries may be quite close substi- 
tutes—rubber and leather shoes; asbestos and cast-iron drain- 
pipes. 

The concept of an industry, though amorphous and impossible 
to demarcate sharply at the edges, is of importance for the theory 
of competition. It represents the area within which a firm finds 
it relatively easy to expand as it grows. There are often certain 
basic processes required for the production of the most diverse 
commodities (tennis balls, motor tyres and mattresses) and 
economies in the utilisation of by-products under one roof. The 
know-how and trade connections established for one range of 
products make it easier to add different commodities of the same 
technical nature to a firm’s output than it is to add mutually 
substitutable commodities made of different materials, or made or 
marketed by radically different methods. Moreover, the members 
of an industry have common interests and a common language, 
and feel a kind of patriotism which links them together, even 
when they are in competition with each other. It is much easier 
to organise control over one industry serving many markets than 
over one market served by the products of several industries. 

The degree of concentration in an industry, measured by the 
proportion of its output produced by, say, the three largest firms, 
or the degree of monopoly in the sense of the closeness of the 
organisation binding the firms, may have little relation to the 
degree of monopoly in the markets which it serves, in the sense of 
power to control prices. An unconcentrated and unorganised 
industry may contain a number of very strong small monopolies 
over particular commodities, while another, highly concentrated 
or tightly organised, may be meeting competition in some or all 
of its markets from the products of rival industries which are 
substitutes for its own. 

Generally speaking, the supply of a commodity (using that 
term in a broad sense to cover a group of fairly close substitutes) 
to a market can be expanded much more readily than can the 
productive capacity of an industry, for to increase capacity usually 
requires investment in plant and recruitment of labour, while to 
increase the output of a commodity often means merely switching 
over from one line of production to another within a plant. 

Dropping the fiction of one-commodity firms destroys the sim- 
plicity of the analysis of imperfect competition, but enlarges its 
scope. Cases where the imperfection of markets combined with 
ease of entry lead to an excessive number of businesses with low 





1953] IMPERFECT COMPETITION REVISITED 581 


turnover occur mainly in special fields (service and bespoke 
trades, small shops, petrol filling stations), whereas every 
efficiency expert who comments on British manufacturing industry 
points out the almost universal prevalence of uneconomically short 
runs and small batches in the output of individual lines of 
production. 

To provide an analysis of this situation within the framework of 
the Economics of Imperfect Competition it is necessary to combine 
(with certain modifications) the treatment of polypoly in an 
imperfect market with the treatment of price discrimination, which 
shows how prices are fixed by a firm selling in a number of separate 
markets.? 

There may be good reasons for the production under one roof of 
what, from a technical point of view, is an excessive number of 
separate commodities ; there may be genuine economies (in trans- 
port, correspondence, etc.) in offering a “ full line ” to buyers, as 
well as commercial advantage to the individual seller, and the 
principle of gaining on the roundabouts when the swings are slack 
reduces risk, unemployment and wastage of capacity. Moreover, 
non-commercial motives, such as pride in covering the whole field, 
may enter into the matter; but there can be little doubt that the 
main cause is the imperfection of competition, in the sense that if 
either buying were rationalised so as to make markets more perfect 
or monopoly was more complete, productive efficiency would be 
improved. 

The general moral of the Economics of Imperfect Competition 
which points to the rationalising monopsonist as the best pilot 
to find a channel between the Scylla of competitive inefficiency 
and the Charybdis of monopolistic exploitation seems to remain 
valid when the assumption of one-commodity firms is dropped, 
though this is not the kind of proposition that can be established 
by geometry alone. 


2. WHo Maximises WuartT ? 


The treatment of the entrepreneur and his profits in the 
Economics of Imperfect Competition is extremely primitive. Clearly 
in modern times there is no single universal type of entrepreneur. 
At the one extreme there is the individual who founds, owns and 


1 See Eli W. Clemens, “ Price Discrimination and the Multiple-Product 
Firm,” Review of Economic Studies, Vol. XTX (1), 48, 1951-52. ‘“‘ Price discrimina- 
tion and multiple-product production are not exceptions to general practice, but 
are rather the essence of customary action. . . . The theory of price discrimina- 
tion must be viewed as the heart of price-cost theory rather than as a peripheral 
Case,” 
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manages a business, in the Marshallian style; at the other, the 
great company of the “‘ managerial revolution,” nominally owned 
by a large and shifting population of shareholders totally ignorant 
of its workings, and controlled by a self-perpetuating cadre of 
managers and directors; in between, the type of concern which is 
legally a public company but in effect a family business, and the 
type of concern which is controlled by a group of large, permanent 
shareholders, though it may be more than half-owned at any 
moment by casual shareholders whose brokers happen to have 
advised them to put their money into it for a time; there are quasi- 
independent subsidiaries of other concerns; concerns owned by 
holding companies, nominally independent concerns linked by 
overlapping directorates and so on, in bewildering variety. But 
all have some characteristics in common. A manufacturing 
business in modern technical conditions requires a high degree of 
co-operation and continuity. Industry, as opposed to commerce, 
could not have developed in an economy where the capitalists were 
all ruthlessly individualistic childless orphans. A_ successful 
business has a kind of personality, like a college, with which many, 
and successive, individuals identify themselves, and the subordina- 
tion of the interest of casual shareholders, who want immediate 
profit, to the interest of management, which flourishes with the 
life of the concern, means that a public company is more like a 
family business in effect than it is in legal form. I therefore feel 
that for a first shot at a simple stylised analysis the most useful 
starting point is still “the entrepreneur,” regarded as the per- 
sonification of a “‘ firm ” rather than as a particular individual ina 
pair of trousers.? 

What is the aim of the entrepreneur, in this sense? If we 
neglect the promoter, who starts a business in order to sell it 
to the public, and the short-lived “ mushroom,” who springs 
up to make a quick profit in a seller’s market, it seems to me 
that the most valid simple generalisation is that the aim of the 
entrepreneur is for the firm first to survive, and secondly to 
grow. To this end he must pursue profit, but he must avoid 
action which, though profitable in the present, will damage his 
future position, and, since this is partly bound up with reputation, 
his course of conduct will be much influenced by the climate of 
opinion in which he operates. All this is sadly vague, and the 
subject needs much more field study of business behaviour. 
Meanwhile I am inclined to retort to those who grouse about the 


1 Cf. B. S. Keirstead, The Theory of Profits and Income Distribution, p. 40. 
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assumption that the entrepreneur’s aim is to maximise profits in 
the immortal words of Old Bill : If you know a better ’ole, go to it. 
A more obvious defect is the uncritical acceptance of the idea 
of a “normal level of profit” at which the size of a firm is in 
equilibrium. To discuss the size of firms it is necessary to break 
up the notion of an industry, and consider its separate stages or 
branches. In many industries alongside of mass production there 
is a considerable amount of jobbing or bespoke work (building 
repairs, electric shop signs, hand-sewn shoes), where the “ little 
man” has positive advantages compared to the large firm. Since 
such types of production can be started with a small investment of 
capital, they are easy to enter for an individual with the requisite 
know-how, and the rate of profit in them is kept low. An 
individual who makes a success in such business is more likely 
to grow out of it than to expand laterally. Here there may be 
no very definite equilibrium size, but the argument in terms of 
an equilibrium rate of profit seems to be a useful starting point 
for analysis. In other types of manufacture, where the variegated 
nature of the material (wool, leather) is inimical to mass produc- 
tion, or where highly imperfect markets impose a very variegated 
output (fashion trades, publishing), the flexibility of one-man 
management may give advantages to a moderate-sized firm over a 
great departmentalised concern, and, in general, there are risks 
and difficulties and loss of amenities in going through the stage of 
growth involved by changing from the one type of organisation to 
the other. Once that threshold is passed, there seems no reason 
to expect diseconomies of scale to be important—certainly not 
important enough to outweigh the strategic advantages of size. 
The rate of growth of a firm is limited by the imperfection of 
the capital market (here Mr. Kalecki’s principle of increasing risk * 
is the best starting point for analysis, though his formulation, in 
turn, is oversimplified *) and by the need to consolidate and 
fortify each new position after it has been captured. But, given 
time to accumulate capital out of profits and to acquire know-how 
and trade connections, there seem to be no limit to the ultimate 
size of a firm, until a condition of oligopoly is reached in each of the 
markets for the commodities supplied by the industry, so that the 
last stages of the competitive struggle are too costly to be fought 
out. Even then, firms may continue to grow by crossing the 


1 Cf. N. S. Ross, ‘‘ Management and the Size of the Firm,” Review of Economic 
Studies, Vol. XIX (3), 50, 1952-53. 

* Essays in the Theory of Economic Fluctuations. 

* L. Wellisz, “‘ Entrepreneur’s Risk, Lender’s Risk, and Investment,” Review 
of Economic Studies, Vol. XX (2), 52, 1952-53. 
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boundary which divides industries and seeking quite fresh fields 
in which it is possible to expand without challenging too powerful 
opposition. (Nowadays it is quite common for new industries to 
be started by large firms already established in a monopoly or 
oligopoly position in an older industry, rather than by new small- 
scale firms.) 

The profitability of a market is not the same thing as the 
profitability of an industry. We should expect the profit obtain- 
able in a particular market to be strongly influenced by the 
difficulty of entering it. Commonly a firm enjoys different profit 
rates on different parts of its output—less on its “ bread-and- 
butter lines,” which are standardised commodities where the 
market is nearly perfect and easy to enter, and higher on specialities 
in which it has individual advantages. But as between industries, 
and still more as between firms, it is hard to make any kind of 
simple generalisation about profit rates, and the notion of a 
“‘ normal level of profits ” and an “‘ equilibrium size of firm ”’ seems 
to have very little application to reality.+ 


3. OLIGOPOLY 


The reason oligopoly is neglected in the Economics of Imperfect 
Competition is not that I thought it unimportant, but that I could 
not solve it. I tried to fence it off by means of what unfortunately 
was a fudge in the definition of the individual demand curve.” 


4. Forms or CoMPETITION 


The assumption that price is the main vehicle for competition 
is a great over-simplification of reality. The very fact that 
markets are not perfect means that competition may take many 
forms. The main vehicles of competition may be summarised as: 
(1) imitation of products; (2) differentiation of products—and 
these may be in respect of qualities which affect practical useful- 
ness or pleasure to the consumer, qualities which appeal to 
snobbishness or to pseudo-scientific notions, or simply methods of 
packing and labelling articles; (3) services of all kinds, prompt 
delivery, long credit; (4) advertisement; (5) pure salesmanship, 
in the sense of the persuasiveness of travellers, etc.; (6) higher 
price—giving the impression of better quality; (7) lower price. 

The multi-dimensional nature of competition is illustrated by 

1 Technical economies of scale may, of course, establish a minimum size of 
plant, and so a minimum size of firm, but they do nct establish a maximum size of 


firm, since, at worst, plants can be duplicated. 
2 Op. cit., p. 21. 
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the fact that rings formed to limit competition, which begin by 
agreeing only on a price list for their products, often go on to 
limit terms of sale, permissible types of advertising appeal and the 
specification of products, so that sometimes competition in pure 
salesmanship is all that is left unregulated, and rival travellers are 
found making offers to potential customers which are identical in 
all respects except the names on the labels of the goods. 

In principle, it is possible to set out a system of simultaneous 
equations showing what combination of price, outlay on production 
costs and outlay on selling costs would yield the best profit for a 
particular commodity in a particular market, taking into account 
the reaction upon costs and sales of other commodities produced 
by the same firm. Evenif he had the data, the business executive 
would need an electric, not a human, brain to work out from the 
equations the correct policy in time to put it into effect. And the 
data are necessarily extremely vague, since the consequences of a 
given policy cannot be isolated in ever-changing markets. The re- 
cent development of advertising of advertisement is a witness to the 
difficulty which manufacturers have in knowing the consequences 
of advertisement, for if they knew its effects there would be no 
scope for persuading them that it is greater than they think. In 
reality, evidently, an individual demand curve (for a particular 
product produced by a particular firm) is a mere smudge, to 
which it is vain to attribute elegant geometrical properties. 

It is important to observe that even when competition takes 
the orthodox form of a lower price charged by a manufacturer 
there is not necessarily competition in price to the consumer. 
A common method by which new-comers try to make head against 
established firms in a particular market is to offer larger margins 
to dealers to induce them to stock and push the goods concerned. 
This kind of competition is most definitely seen where the estab- 
lished firms practise resale-price maintenance, or where there are 
conventional “‘ price tickets ”’ which settle the retail price of an 
article of a certain range of (apparent) quality; but it may exist 
also wherever price competition between dealers is not very 
sharp. 

Product differentiation and advertising, which appeal to the 
consumer over the head of the retailer, appear to be as much 
an element in the struggle for strategic advantage between 
manufacturers and dealers as a vehicle of competition between 
manufacturers.? 


1 N. Kaldor, ‘‘ The Economic Effects of Advertising,” Review of Economic 
Studies, Vol. XVIII (1), 45, 1949-50. 
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Once more the moral of the argument is strengthened rather 
than weakened by the complications which it is necessary to 
introduce into the analysis. The wastes of imperfect competition 
take many more forms besides sub-optimum scales of production 
and the benefit of price competition, imposed by perfect markets 
(provided that it is not at the expense of wage-rates), is in putting 
a premium on technical efficiency, as opposed to cunning sales- 
manship and strategic power, even more than in defending the 
consumer from exploitation. 


5. Price Poricy 


The picture of an entrepreneur finding the most profitable 
price for a commodity by trial and error, while market and cost 
conditions remain constant for long enough for the experiment 
to be carried out, is exceedingly unlifelike. It must be very 
unusual for an entrepreneur to alter a price in cold blood, just to 
see what will happen, and even when a change clearly seems 
advantageous—say a rise in price following a rise in demand— 
he usually waits for some colourable excuse, say a rise in material 
costs, before putting it into effect. In many types of market 
(especially where the firm publishes a price list) overt price changes 
are avoided as much as possible. It is more common to alter the 
quality of a commodity at a given “ price ticket,” or to offer 
special rebates to particular classes of buyer, than to make achange 
in listed prices. 

There are a number of situations, however, in which an entre- 
preneur has to take a decision about price. How far is the kind 
of analysis suggested by the Economics of Imperfect Competition 
useful in discussing how he behaves ? 

(a) When an entrepreneur has to decide whether to add a new 
line of production to his output he must consider what gross 
receipts it can be expected to bring in over a certain period, 
and compare this estimate with an estimate of costs, including, 
where it is relevant, the opportunity-cost of displacing some other 
part of his output. In some cases (a new model motor car, 
a title in a publisher’s list) the idea of elasticity of demand is 
present to his mind at least in a vague way—he thinks of what 
quantities are likely to sell at various prices. In some cases 
he has an idea of “ the right price,” given by the prices of similar 
commodities already in the market; in other cases it is rather 4 
matter of a shot in the dark. Comparing expected receipts with 
costs, he has to decide whether it is worth while to embark on 
the new line. In a small firm which cannot carry the overhead 
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of a “ scientific ” costing system he may proceed by adding to the 
prime cost, or the labour cost only, or the material cost only, 
the percentage margin which his other lines of production carry 
and then considering if the resulting price ‘“‘ looks about right.” 
If the resulting price seems too high, he decides that the line in 
question is not for him. If anyone asks him what he does, he 
naturally replies that he fixes prices according to costs, but 
clearly it would be absurd to work out cost, according to some 
formula, and then cast goods on the market at the corresponding 
price without consideration of the conditions of demand.* Nor 
does the entrepreneur’s idea of “the right price”? mean that 
he thinks that at a certain price there is an indefinite demand. 
It means rather that he thinks that a higher price would limit 
sales very much, and that at “the right price” a sufficient 
quantity can be sold to make the venture profitable. It seems 
to be an over-formalisation, rather than a totally misleading 
approach, to think of his decision as being taken on the basis 
of some sort of conception of an individual demand curve. 

Both demand and costs have to be thought of in three dimen- 
sions—a certain rate of sales for a certain length of future time (or 
rather an uncertain length). The period over which any special 
investment, or cost of tooling-up, has to be recovered, and the 
length of time that the commodity will be saleable, are of the 
greatest importance. This aspect of the matter cannot be 
adequately dealt with by the concept of the ‘“‘ long-period elasticity 
of demand ” though the distinction between long and short-run 
elasticities is a step in the right direction.’ 

(b) Most firms produce a number of products some of which 
are sold in more perfect markets than others—there are the 
“bread-and-butter lines ” where the firm has to meet close com- 
petition and the specialities which are sufficiently different from 
their nearest substitutes to make demand for them relatively 
inelastic. In such cases it is often seen that the specialities carry 
higher gross margins than the more competitive lines. This 
may be represented as “‘ recovering overheads ” where they can be 


1 See R. L. Hall and C. J. Hitch, ‘‘ Price Theory and Business Behaviour,” 
Oxford Economic Papers, May 1939. 

* The “ full-cost theory” seems to imply that this is how entrepreneurs 
behave, but whenever “ full cost ” is formulated in a precise form it turns out to 
mean something else. 

* Cf. E. A. G. Robinson, “‘ The Pricing of Manufactured Products,” Economic 
JournaL, December 1950, p. 779, and “ The Pricing of Manufactured Products 
and the Case Against Imperfect Competition,” Economic JouRNAL, June 1951, 
p. 432. 
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got, but it comes to the same thing as working on the principle of 
“‘ charging what the traffic will bear.” 1 

(c) The entrepreneur has to reconsider prices when costs alter, 
How do industries react to changes in prime cost, due to changes 
in wage-rates or material costs that affect the whole group of 
firms? On this question the kind of analysis set out in the 
Economics of Imperfect Competition throws very little light, for 
here the effect of oligopoly is dominant. The reaction of any one 
entrepreneur must depend very much upon how he expects others 
to behave. From one point of view it is dangerous to be the first 
to raise prices when costs have risen, or the last to cut when they 
have fallen. On the other hand, to be the last, or the first, 
means an unnecessary loss of profit. It is in this sort of situation 
that price leadership develops. The rank and file of firms “ wait 
and see”’ until a recognised leader reacts to the new situation. 
Perhaps price leadership should be regarded as a kind of con- 
venient institution, like the monarchy in a feudal society. For 
when each firm knows that all will follow the leader’s signal they 
are saved from a perplexing choice between raising prices (when 
cost has risen), debasing quality or submitting to a loss of profit, 
so that all have an interest in preserving a tradition of “ loyalty” 
to the price leader. Price leadership may be expected often to 
operate (from the consumer’s point of view) on the system: 
heads I win and tails you lose. A price leader who is confident of 
the “ good discipline’ of his followers will be inclined to raise 
prices when costs go up and hold them up when costs go down. 
But this cannot be an invariable rule. For instance, if the price 
leader is a strong firm anxious to expand, it may refrain from 
raising prices when costs go up, in the hope of bankrupting 
weaker rivals and taking over their share in the markets con- 
cerned. Buyers who are aware of a fall in costs may press success- 
fully for a reduction in price. “‘ Discipline ’’ may break down if 
the margins maintained by the leader are so high as to tempt some 
followers to try to increase their share in the market. Or when 
there is a ‘‘ disputed succession ”’ between several strong firms, 
a fall in costs may set off a bout of violent competition that brings 
prices down even by more than costs have fallen. 

(d) How does a firm react when it has succeeded in reducing 
costs by technical improvements? We can obtain some light 
on this question by observing what happens when there is a new 
invention of a low-cost substitute for an old commodity. In such 
a case it is open to the entrepreneur to price it at prime cost plus 


1 Cf. Clemens, loc. cit. 
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his usual gross margin, or to set its price in line with that of the old 
variety so that it carries an abnormally high margin. There have 
recently been one or two striking examples of the latter price 
policy, which have been exposed to public view by subsequent 
competition bringing the new commodity down to a small fraction 
of the original price. Presumably there are other cases which do 
not come to light because the low-cost commodity is sheltered 
from competition by a patent, secret technical knowledge or by 
heavy investment or economies of scale in a preparatory process 
which it shares with a number of other products of the same firm.? 

(e) How do entrepreneurs react to fluctuations in demand ? 
In a seller’s market, where demand, even at highly profitable 
prices, excteds capacity output, it is often found that powerful 
firms prefer not to raise prices but rather to delay delivery, thus 
making an investment in goodwill for the future; whereas in 
highly competitive conditions, where markets are easy to enter and 
the number of sellers large, no one can expect to gain in the future 
by moderation in the present. Thus we find the apparently 
paradoxical phenomenon of the imperfection of competition keep- 
ing prices below the competitive level. 

When a fall in demand has occurred and conditions of a 
buyer’s market set in, prices are likely to be maintained by an 


oligopoly, for an entrepreneur who supplies a large proportion of a 
market is strongly influenced by the knowledge that if he cuts 
price others will follow and he will be no farther forward. In highly 
imperfect markets prices will tend to be sustained by the low 
elasticity of the shrunken demands for specialities. In fairly 
competitive markets margins may be held up by a feeling that it 
is wrong to be the first to cut. Here the famous “ full-cost 


> 


principle’? may play an important part, not as an instrument 
of analysis for the economist, but as part of the data to be 
analysed. For if entrepreneurs have taught themselves to believe 
that prices are determined by costs, they will not cut prices when 
average total costs have been raised by a fall in output, though 
they excuse themselves from actually raising prices by saying 
that although it would be right to do so, it is unfortunately 
impossible in the circumstances. In a prolonged slump, margins 
are cut sooner or later, unless there is a price agreement, and it 
is usually said to be the high-cost producers who cut first, because 


? This argument supports Mr. Harrod’s view that the main determinant of an 
entrepreneur’s pricing policy is not his own costs but what he believes to be the 
costs of actual or potential competitors. “‘ The Theory of Imperfect Competition 
Revised,” Economic Essays, 
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they are threatened with bankruptcy unless they can increase 
sales somehow or other. 

It was in connection with slump conditions that the imperfect- 
market analysis was evolved (and Marshall himself introduced 
dislike of ‘‘ spoiling the market,”’ to account for the maintenance 
of profit margins after a fallin demand +). It now appears much 
too simple, and oligopoly, price leadership and a feeling for “ play- 
ing the rules of the game ” have to be brought in to supplement it. 

A study of questions such as these, framed in terms of the kind 
of decisions that entrepreneur’s actually have to make, may 
throw light on the problem of price policy, but it seems clearly 
impossible to replace the old text-book slogans with any simple 
generalisations. A debate which consists in defending or attack- 
ing “‘ principles,” such as the “ full-cost principle,” ‘‘ the marginal 


principle ” or the “‘ normal-cost principle,” ? and trying to fit all 
types of situation into one system is obviously foredoomed to futility. 


6. EQUILIBRIUM 

In my opinion, the greatest weakness of the Economics of 
Imperfect Competition is one which it shares with the class of 
economic theory to which it belongs—the failure to deal -with 
time. It is only in a metaphorical sense that price, rate of output, 
wage-rate or what not can move in the plane depicted in a price- 
quantity diagram. Any movement must take place through 
time, and the position at any moment of time depends upon what 
it has been in the past. The point is not merely that any adjust- 
ment takes a certain time to complete and that (as has always been 
admitted) events may occur meanwhile which alter the position, 
so that the equilibrium towards which the system is said to be 
tending itself moves before it can be reached. The point is that 
the very process of moving has an effect upon the destination of 
the movement, so that there is no such thing as a position of long- 
run equilibrium which exists independently of the course which 
the economy is following at a particular date. 

The most obvious example is the manner in which an industry 

1 Principles, p. 375. 

2? Mr. Andrews’ Manufacturing Business is full of dark sayings, but Miss 
Brunner (“Competition and the Theory of the Firm,’’ Economia Internazionale, 
November 1952) makes the “ normal-cost theory ” intelligible. Though couched 
in the form of an attack on imperfect-competition analysis, it seems to come 
to pretty much the same thing, as far as the hampering assumption of one- 
product firms permits. The difference is rather in tone and emphasis than in 
analysis. My generation, brought up on the view that everything in the garden 
was lovely, concentrated attention on the weeds. A generation to whom our 


weed manuals were the orthodox text-books naturally react by pointing out that 
there are after all many splendid blooms to be seen, 
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reacts to large changes in demand for its output. When demand 
for the range of commodities concerned has risen in the recent 
past, so that it strains the capacity of plant in existence, or of a 
supply of skilled workers whom it takes a long time to train, 
current prices and the prospect of future profits are high, and new 
capacity is built up. In a text-book argument it is possible to 
imagine investment being made in continuous small steps, so that 
prospective profits fall gradually (demand remaining constant at 
the new level) and come to rest at the original level. But in 
reality, in an industry supplying markets which are competitive 
in the broad sense, investment plans are made by a large number 
of entrepreneurs at the same time, and are carried through while 
the high profits last, so that capacity is expanded in a long jump, 
and the rate of profit falls sharply when the new capacity comes 
into operation. Investment in plant once made persists for a long 
time (even if it bankrupts its first owners) and firms which have set 
up in one industry fight to survive where they are, even if the level 
of profit in other regions is now more attractive. Ata date say five 
(or perhaps twenty) years later, whatever the conditions of demand 
may then be, the level of profit in that industry will be lower than 
it would have been if this expansion of demand had not occurred. 

Similarly, the level of wages and the age composition of a 
labour force are very different when the present level of employ- 
ment in an industry is appreciably less than it was five, or twenty, 
years ago than they would be, with the same present level, if 
employment in the past had been appreciably less. The irreversi- 
bility of the supply curve, which Marshall introduced in connection 
with economies of scale, has to be extended to all kinds of long-run 
supply curves, and when it is, the very notion of a long-run 
supply curve, in its usual simple two-dimensional form, ceases to 
be admissible. 

This kind of difficulty underlies all problems connected with 
prices, profits and wages, and there seems to be little point in 
adding more and more subtleties to the superstructure of a theory 
which is based upon such shaky foundations. 


7. THE Causes OF MONOPOLY 
An interesting and important question which has received 
very little analytical treatment (though there is a good deal of 
historical information about it) is the causes of monopoly.? 


1 Principles, Appendix H. 

* An extremely interesting attempt on this problem has been made by L. J. 
Zimmerman, The Propensity to Monopolize, North Holland Publishing Co., 
Amsterdam. 

No. 251.—vob. LX. RR 
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The chief cause of monopoly (in a broad sense) is obviously 
competition. Firms are constantly striving to expand, and some 
must be more successful than others. It is easier to defend a 
position once gained-than to conquer it, so that the most successful 
firms grow the most rapidly. There is no doubt much truth in 
Marshall’s theory of the tendency (under a regime of nepotism) 
for old firms to fail into weak hands. But this does not check the 
process of concentration in industry. On the contrary, it means 
that at any moment a firm in the prime of its vigour finds itself 
surrounded by a number of easy victims to swallow up. If in its 
turn it grows weak with age, it is a large mouthful for someone 
else. Why did not Marshall think of fish in a pond instead of 
trees in a forest? An industry which is strongly competitive 
must be in the course of tending towards a condition of oligopoly; 
competition can be permanent only when it is hampered by highly 
imperfect markets or softened by a spirit of live and let live 
among the entrepreneurs concerned. 

At the same time it is true that monopoly (or powerful oligo- 
polists) at one stage in an industrial structure fosters competition 
at other stages. Thus where wholesalers or retail chains dominate 
a market they foster polypoly among producers by making entry 
easy to the manufacturing stage of the industry. An exceptional 
but instructive case is polypoly in the boot-and-shoe trade pro- 
moted by monopoly in the supply of machinery. Similarly, an 
oligopoly in manufacture fosters polypoly in retailing (tobacco isa 
familiar example). 

The second main cause of monopoly is the occurrence of a 
severe decline in demand, or the failure of demand to continue to 
expand when an overshoot in investment has occurred in the 
manner referred to above. So long as a seller’s market prevails, 
the limitation of capacity maintains profit margins, and polypoly 
is compatible with satisfactory profits even in a fairly perfect 
market. In a buyer’s market when the imperfection of com- 
petition, the discipline of price followers or loyalty to the code 
of the full-cost principle are insufficient to maintain profit margins, 
firms are driven by the fear of extinction to reinforce them by 
price agreements, and though some agreements break down again 
or are eroded by outside competition when prosperity returns, 
many, once formed, persist permanently. 

Such monopolies are produced, in the first place, by the fear of 
losses; others are due to exceptional hope of profit. Monopolies 
are relatively easy to form where the boundaries of an industry 


1 Kaldor, loc. cit. 
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coincide with the boundaries of markets, as in the case of minerals 
with particular properties, specialised machinery or commodities 
such as matches or sewing-cotton which allow a relatively restricted 
scope for product differentiation. 'The lure of such victims is all 
the greater when the demand for the commodities concerned is 
inelastic. Where there is a natural limitation on supply (as with 
mineral deposits) or very great economies of scale, or highly 
specialised know-how (as in many machine-making trades) a 
monopoly once formed is in a very strong position to maintain 
itself. Where there is no such “ natural ” defence against outside 
competition, it may defend itself by establishing a hold over 
retailers, threatening patent actions, using “ fighting brands ” to 
break competitors by localised price competition, and other 
devices, though it often tolerates the existence of a fringe of com- 
petitors, who are useful as a screen provided that they do not 
threaten to grow too much (small firms in such a situation some- 
times make the highest profit rates to be found anywhere). 

It is much easier to think of causes for monopoly and examples 
of monopolies being formed, than it is to think of causes or 
examples of monopolies breaking down. There seems to be a 
general presumption, therefore, that every succeeding generation 
will contain more monopolies than the last. 

This is the kind of question which comes into view with the 
breakdown of traditional theory, but I have the impression that in 
the twenty years since the Chamberlin—Robinson duopoly first 
set up in imperfectly monopolistic competition, a great deal of 
mental energy has been devoted to a theological discussion 
whether an existing state of imperfect (or impure) competition 
is (a) beneficial, (b) harmless, (c) a necessary evil or (d) an un- 
necessary evil, while an analysis (as opposed to historical studies) 
of the causes and consequences of the process of survival or decline 
of competition has hardly begun. 

Joan ROBINSON 


Cambridge. 


1 Cf. Zimmerman, op. cit., p. 30. 











FLUCTUATION IN INCOMES OF PRIMARY PRO- 
DUCERS: A COMMENT 


I 


THE problem of fluctuations in primary product markets jg 
more complex than Professor Paish and Mr. Bauer imply in their 
recent review of commodity stabilisation schemes in British 
colonies.1 They deal only with two types of scheme: the 
restriction schemes so common in the inter-war period and the 
statutory market schemes of post-war British colonial policy. Of 
the former they give the now generally accepted criticisms, but 
what is new is their review of colonial marketing schemes and their 
claim that these are also restrictive in character. If this were 
true, these Boards would be as bad, from the consumers’ point 
of view, as were the producers’ cartels of the 1930s. Professor 
Paish and Mr. Bauer unfortunately give no sufficient evidence in 
support of this contention, and it seems, on examination, to be 
a mis-interpretation of events. The present note gives a brief 
review of the evidence upon this and a number of their other 
debatable generalisations (in particular their views on stabilisa- 
tion). 

The pre-war and the post-war schemes for British colonial 
producers are really quite different from each other. The pre- 
war schemes attempted to alter world prices by joint monopo- 
listic action among producing countries aimed at restricting 
supplies, while the post-war Marketing Boards are only local 
export monopolies, which take world prices as they come but buy 
for export at domestic prices, whose level is fixed by statute. At 
first sight it seems strange to link the two types of scheme, since 
the post-war Boards make no attempt to restrict supplies. Itis 
argued, however, that their price policy has led to restriction. 
The statutory domestic prices which the Boards have paid in 
purchasing for export from their home producers have, in fact, 
been well below world levels in recent years, and in consequence 
the Boards have accumulated large money surpluses. It is 
this conservative producer price policy that Professor Paish and 
Mr. Bauer attack. They say : 


“Thus government intervention tends to restrict output 
of primary products in periods both of low and of high 






1 « Fluctuations in Incomes of Primary Producers,” P. Bauer and F. W. 
Paish, EconoMIo JOURNAL, December 1952, p. 750. 
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prices, in the former in order to raise prices received by 
producers, and in the latter as a result of keeping them 
down ”’ (loc. cit., p. 751). 
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The term “ restriction ”’ is, of course, ambiguous, and may 
mean either that output has been reduced, or that it has not been 
as high as it could have been. Yet, if we examine the evidence 

ets is upon output, neither claim seems capable of substantiation. 
. their Table I gives the quantitities purchased for each of the main 
sritish West African exports during the years since 1936. The corre- 
the sponding producers’ prices are given in Table IV. 
d the TaBLeE I 
Fest Export Purchases of Major Economic Crops 
9 but (1,000 tons) 
| their : 
| Gold Coast. Nigeria. 
were be - oas igeri 
point | Decorti- 
fessor Cocoa. Cocoa. | cated —_ a 
eis | groundnuts. : F 
to be 1936 311 80 218 168 386 
1937 236 103 326 145 337 
brief 1938 261 97 | 180 110 312 
other 1939/40 | 242 114 169 | 132 300 
vilisa- 1940/41 237 101 247 1271 236 1 
1941/42 251 99 194 151? 378 } 
1942/43 207 111 143 135 342 
lonial 1943/44 196 71 194 125 340 
1944/45 229 86 228 105 304 
> pre 1945/46 209 103 300 103 342 
nopo- 1946/47 192 109 323 112 327 
-- 1947/48 206 74 330 136 356 
icting 1948/49 275 109 324 160 374 
local 1949/50 253 99 188 159 381 
1950/51 255 110 143 143 330 
t buy 1951/52 211 107 418 175 400 
Al : “Sig age as 
: A 1 Because of shipping difficulties in 1941 the Nigerian Government prohibited 
since the purchase of oilseeds for export. When purchasing was permitted again in 
It is 1942 there was a consequent increase in the volume handled. 
ction. It is far from obvious that a notable fall in output has occurred 
id in in recent years. Can it be that Professor Paish and his col- 
fact, laborator have been deceived by focusing attention only on one 
lence crop: Gold Coast cocoa? Output has indeed fallen in this case, 
It is but prices cannot have been the only cause: for in Nigeria cocoa 
| and output has remained stable, harvest variation apart. As the 
price policy of the Nigerian Cocoa Board in recent years has been 
itput similar to that of the Gold Coast one, comparison is enlightening. 
high It is, in any case, difficult to say very much about the factors 
F.W. | affecting output by comparing one year with the next, without 


considering the possibility that special circumstances may have 
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operated. Professor Paish and Mr. Bauer, for example, appear to 
have neglected the heavy incidence of swollen-shoot disease in 
the Gold Coast cocoa belt. Climatic factors have an important 
influence, too, even in tree crops such as cocoa and palm products, 
and they are even more important in the case of annual crops, 
such as groundnuts and cotton. In the case of groundnuts rain- 
fall is the critical factor, as the First Annual Report of the Nigerian 
Groundnut Marketing Board emphasises : 

“The size of the groundnut crop is largely determined 
by the incidence, spread and timing of the rains in the 
growing areas. This is not surprising when it is realised that 
these areas are semi-arid in character.” 1 

This difficulty of making year-to-year comparisons can be 
partially overcome by comparing for different periods the 
averages of a number of years taken together. Such a comparison 
has been made in Tables II and III, in which the length of time 


TABLE II 
Export Purchases of Cocoa * : Gold Coast and Nigeria 
(1,000 tons) 





1934-38. | 1940/41-1944/45. | 1947 /48-1951/52. 





100 


Gold Coast . . 266 224 | 240 


Nigeria . ; , 89 94 





* Calendar years before the war. Crop years since 1939. 


TaBLeE III 


Export Purchases of Oil and Oilseeds * : Nigeria 
(1,000 tons) 





1935-38. | 1943—46.7 1949-52. 





Palm oil . r : 141 117 159 
Palm kernels. 335 332 371 
Groundnuts ‘ - 287 216 268 





* Calendar years throughout except for groundnuts for which the figures relate 


to crop years after 1939. 
t The years 1943-46 have been selected for reference rather than earlier 


periods because war-time factors affected sales irrelevantly in 1941 and 1942 (see 
footnote to Table I). 

covered by the average has been chosen according to the number 
of years available since the date of inception ? of an independent 
Marketing Board proper, as distinct from a war-time control 
board. 


1 Report of the Nigerian Groundnut Marketing Board, 1949/50, p. 18. 
2 The Cocoa Marketing Boards were first set up in 1947, the others listed in 


1949. 
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We see that output has risen since the war years and that 
post-war output is higher than that before the war, except in the 
case of Gold Coast cocoa and Nigerian groundnuts. This is also 
true of the other Marketing Board crops not included here. This 
evidence contradicts the view that the effect of the low producer 
prices paid by the Boards has been “ to reduce both output and 
consumption and thereby to reduce the world’s standard of 
living.” + 

On the other hand, if Professor Paisk and Mr. Bauer wish us to 
accept the view that output in all these cases could have been 
higher still, if prices had been higher, it is surprising that they offer 
no evidence, nor even argument, in support of their thesis. For 
it is by no means self-evident. So many factors influence the 
size of these crops that it would need an extended examination 
of each case to assess the influence of price alone.* 


II 


Let us next consider the Paish—Bauer views on stabilisation. 
They say : 


“Tt might have been thought that by generally keeping 
prices to producers far below sales proceeds and below 
prices ruling in world markets the Boards would have been 
able at least to increase their stability and to reduce the 
violence of their fluctuations. Unfortunately, it is not 
possible even to substantiate this claim ”’ (loc. cit., p. 760). 


Table IV shows the prices paid to producers by the statutory 
marketing boards, first as Control Boards and then as Marketing 
Boards proper. It is true that the price paid for cocoa, both in 
the Gold Coast and Nigeria, was sharply reduced in the panic 
year of 1949/50, and then raised again in the year following. But 
this is the sole exception to an otherwise smooth upward move- 
ment of cocoa prices. 

It seems that once again the writers have been misled by too 
great a concentration upon cocoa. For, cocoa prices since 1949 
apart, it is hardly correct to describe these series as showing more 
violent fluctuations than the corresponding world price level. 

When they came to fix the price for the 1949/50 season * the 


? loc. cit., p. 765. 

* In the case of Gold Coast cocoa, output since 1948 has been far higher than 
expected. Cf. Ady, ‘‘ Trends in Cocoa Production,” Bulletin of the Oxford Institute 
of Statistics, December 1949. 

* The price is decided in July of each year and announced on September 1 
when buying begins. It operates for twelve months. 
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Cocoa Boards were not alone in expecting a world slump ! nor in 
failing to foresee the outbreak of the Korean war and the conse- 
quent stockpiling boom in commodity prices. The Boards, which 
fix the producers’ prices, consist chiefly of representatives of 


TABLE IV 


Producer Prices Paid by the Statutory Boards 
(£ per ton) 





Gold Coast. Nigeria. 








Decorti- 
cated 
ground- 
nuts.* 


© 
a 
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1939/40 
1940/41 
1941/42 
1942/43 
1943/44 
1944/45 
1945/46 
1946/47 
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1950/51 
1951/52 
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——~ indicates inception of Marketing Board proper. 

* Crop year. 

+ Calendar year. 

¢~ £20 was the price announced by the Nigerian Groundnut Board at the 
beginning of the planting season. Just before the harvest was lifted the price 
was raised to £21 4s. 





farmers and of the Government. The farmers’ representatives 
naturally press for the highest possible producer’s price con- 
sistent with world trends, while the Government, with the promise 
of price stabilisation to honour, have in this period of soaring 
world prices, wished to keep producer prices from rising too fast. 
In view of this pull of opposed interests, and of the difficulties of 
price-fixing in recent years, the see-saw of cocoa prices is not 
surprising. To anyone familiar with the West African scene the 
somewhat complicated motivations, suggested by the writers as 
an explanation of price policy, seem unnecessary. 

The Cocoa Control Boards became independently constituted 
producers’ Marketing Boards in 1947, and it is only since that date 


1 This, and not colonial exploitation as Professor Paish and Mr. Bauer imply 
was the reason for the unfavourable bulk contract for groundnuts agreed in 1949 
with the Ministry of Food. This first bulk contract was agreed at a fixed price, 
which proved much below world levels in 1950 and 1951, but after pressure by the 
Board an upward revision of price was secured in 1951. The bulk contract signed 
in 1952 has no price clause, payments being made at world levels. 
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that the farmers’ pressure groups have exercised much influence. 
Constitutional changes in the Governments of the Gold Coast 
and Nigeria have also made the producer price an important 
political consideration since 1949. The proposal to establish a 
formula upon which to fix the producer price has naturally, 
therefore, been canvassed for some time as a means of removing 
price decisions from day-to-day politics. A formula such as a 
moving average of prices in previous years would offer that 
advantage; at the same time it would reduce fluctuations in the 
price received by producers and yet ensure contact with under- 
lying price trends in world markets. 

Professor Paish and Mr. Bauer regard their formula as superior 
to the simple moving average of prices that is so often proposed, 
because they attach importance to income- as opposed to mere 
price-stabilisation. This is a debatable emphasis, and raises 
issues which we shall consider in Section III. Let us first examine 
the Paish—Bauer formula from the viewpoint of the aim its authors 
themselves set. 

The actual formula proposed can be written in the following 


way : 
- lye @,(P, =) 

_ Py, nm rat—n x 

= + G, 
where S; is the producer price to be derived, while P; and P, are 
the actual and expected world prices for any year t. Q, and Q, 
are the actual and expected tonnages purchased. 2 and m are 
weights. 

We can see from this formula that it consists of two quite 


8, 





separate elements: the first is 2 or a fraction ( :) of the average 


world price forecast for the forthcoming year; the second is a 
correction factor. The latter is quite simply that fraction (;) of 


the sum of the differences between actual proceeds (PQ) from the 
sale of the crop and the sum already paid out under the expected 


proceeds element (5 ; Q) of the formula in the n preceding years. 


To get the required addition to the price per unit this sum is divided 


by Q; the tonnage eapected in the year to come. 
Thus we can write the formula more simply as 


Guy (P. =) 


t 
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where S,, P, and Q, as before are the producer price, the expected 
world price and the expected tonnage for the coming year. C is 
the correction factor. It is difficult to accept the view that this 
proposal gives a ‘‘ moving average of net proceeds as calculated 
by a clearly defined formula.” The formula itself is clearly 
defined, but it contains two unknowns. For both the numerator 
of the first element of the formula, P,, and the denominator of the 
second element, Q,, are predictions for the making of which the 
formula itself gives no guide. 

Faced with such a formula, the Boards might well ask what is 
to be gained, since even this method of deriving the producer 
price still depends so much on guesswork. The Gold Coast 
Cocoa Board might quote from its own First Annual Report! 
the following illustration of the difficulties of making any pre- 
diction of the avei:age world price to come : 


“Main crop sales opened in October at £234 a ton and 
in June had dropped to £167 f.o.b. . . . Light crop sales 
opened at £148 a ton and ultimately rose to £217 f.o.b.” 


For estimates of quantity it might appear that the ground is 
somewhat firmer. As a “ best estimate ” the Boards might use 
the quantity purchased in the previous year, yet this may be 
considerably off the mark on occasion ; for example, in Gold Coast 
cocoa for the year 1948/49 the tonnage actually purchased would 
have been nearly 40% more than the “ best estimate.” The 
difficulties of estimating the probable volume of the annual crops 
is even greater, since this estimate must be made before planting 
begins. Even after planting, crop forecasts can go seriously 
wrong owing to a change in weather. This happened in 1949/50 
in the case of Nigerian groundnuts, as Miss Hill has pointed out.’ 

Despite these difficulties, the proposers of the formula still 
recommended its use on the grounds that it has a “ built-in” 
correction factor to compensate for such errors. They claim 
that ‘“‘ any temporary divergence from the trend will be corrected 
by a smooth change over the next year or two and not by means of 
large and discontinuous changes as under the so-called stabilisation 
measures ”’ (loc. cit.p.777). Thus, for example, if the price prediction 
proves to have been an over-estimate, the deficit which the Board 
incurs in that year will be wiped out in succeeding years by the 
correction factor. Or, if the quantity to be cropped has been over- 
estimated, this will mean that the price in that year will be lower 
than it would otherwise have been, owing to the effect of the second 


1 Report of Gold Coast Cocoa Board 1947/48, p. 4. 
2 Economic JOURNAL, June 1953, p. 468. 
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part of the formula. But this mistake, too, will be corrected by the 
redistribution of accruals in successive years. The formula is in 
fact most useful in ensuring that the Boards do not accumulate 
surpluses through a repeated conservatism with regard to producer 


rices. 

‘ Yet the authors themselves admit that “ with sufficiently 
erroneous (price) estimates, it would of course be possible to arrive 
at prices which increase the instability of producers incomes 
instead of reducing it.’”’ Moreover, they draw attention to the 
fact that the formula is not fully self-adjusting with respect to 
errors in quantity. They think that this source of error “is 
likely to be of little importance,” but it is not easy to feel con- 
vinced by this reassurance, if the criterion of success is to be the 
smoothing of producers’ incomes. 

For this uncertainty Professor Paish and Mr. Bauer have 
partly themselves to blame. For they do not discuss, neither do 
they illustrate in their examples, cases where both prices and 
output forecasts must be made simultaneously. Nor do they 
consider the outcome of their formula if the price and output 
forecasts for the coming year turn out to be wrong. In the 
numerical example they give it is relevant to remember that they 
have “‘ assumed that the estimates of prices and output used in 
applying the formula turn out to be correct.” 1 Had the formula 
been tried ex ante facto instead, would its results have compared so 
favourably with the more rule-of-thumb methods actually used ? 
If we put ourselves in the position of the Gold Coast Cocoa Board, 
meeting to consider what price to fix on September 1, this price to 
operate for the year following its publication, what assumptions 
might we make in selecting the forecasts necessary for the applica- 
tion of the Paish-Bauer formula? Suppose, for example, we 
begin by assuming that the average world price and the output 
of Gold Coast cocoa for the year to come would be the same as 
those for the current year. The results obtained by using this 
not unreasonable starting point ? for our calculations are given in 


1 See footnote to their Table IV, p. 774, loc. cit. 

* Professor Paish and Mr. Bauer themselves have tried this basis for the 
calculation of producer prices on their formula (see footnote to their Table IV, 
p. 774, loc. cit.) but have dismissed it as being most unfavourable. Yet it is 
difficult to see what other starting point might be used in practice, when price 
and quantity changes are so far from systematic. For example, in making 
estimates of the average world price level for the year ahead, the weekly series 
of more recent months are little help. As Professor Kendall points out ‘“ the 
random changes from one term to the next are so large as to swamp any 
a effect that may be present”’ (M. G. Kendall, J.R.S.S., 1953, Part I, 

ol. exvi). 
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Table V (Cols. 5 and 8), together with those obtained by the earlier 
Paish—Bauer calculations (Cols. 4 and 7) and with the Board’s 
own payments (Cols. 3 and 6) for reference. 


TABLE V 
Gold Coast Cocoa 





Producer prices per ton. Producer aggregate 
3 incomes. £ (m.) 


Output a opcaas imine . 
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Basis of Prices Payable on the Formula 


Column I. Paish-Bauer assumption that the price and output forecast turn 
out to be correct. 
Column II. The assumption stated above, that price and output forecast be 


the same as in the current year. 


1 Purchases in 1950/51 actually were 255 thousand tons, but 247 thousand 
was the estimate used by Paish and Bauer in their calculation, so I have used the 
same figure in mine. 


In this second calculation with the Paish—Bauer formula the 
results look very different. Indeed, despite the operation of the 
correction factor, the formula gives even greater income fluctua- 
tions than the Board’s own efforts, so severely criticised in the 
earlier article. It gives also considerable price fluctuations. 

It might be thought that, if the Boards were to use the Paish- 
Bauer formula, they would be able to predict the forthcoming 
price and output more accurately than by simply taking the value 
of the year just closed, as we have done above by way of illustra- 
tion. If they are able even to predict correctly the direction of 
change in price and in output, the formula should work a little 
better than in our calculations. Yet the experience of recent 
years shows that the Boards can guess wrong both about prices 
and the size of the harvest. They have even been wrong about 
the direction of changes. In such circumstances the Paish- 
Bauer formula can do nothing to ensure income stability, despite 
the working of the correction factor. For, a smoothing of im 
comes as successful as that demonstrated in the Paish—Bauer 
example, does depend on getting not only the direction of change 
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right in the forecasts but also its magnitude. If, on the other hand, 
predictions tend to be wrong not only in magnitude, which is 
highly probable, but also in direction, the use of the formula in 
any mechanical way may well lead to instability of incomes rather 
than the reverse.! 


Itt 


More fundamentally one may question whether the proper 
aim of stabilisation measures can be described solely as that of 
stabilising income rather than price. This is the Paish—Bauer 
view and they impute it to others when they say 

* Although this is rarely stated explicitly the aim of 
advocates of stabilisation measures is clearly the removal of 
random fluctuations about the trend of incomes” (loc. 
cit., p. 766). 

Up to a point this is, of course, a false antithesis, since incomes 
would fluctuate less if prices were stabilised. The crucial dis- 
tinction between different kinds of stabilisation measures is not 
this so much as the issue of internal or domestic as compared with 
external or foreign income and price stabilisation. Whereas 
stability of incomes may be the desideratum in foreign trans- 
actions, in the domestic economy the case for a stable price is 
far the stronger. International agreements like that for wheat 
affect the world price and foreign income and expenditure of 
producing and consuming countries, but this is not true of the 
colonial commodity schemes. The latter schemes are designed 
only to provide internally ‘‘ a reasonably stable price basis not 
necessarily fixed for a number of years but so arranged as to avoid 
short-term fluctuations.” * 

The drawback of pre-war primary product markets was that 
world prices fluctuated widely not only from year to year but also 
from day to day.* The effects of this instability were felt par- 
ticularly severely in peasant economies, since these fluctuations 
were fully reflected in the prices received by producers. It appears 
to have been the main cause of peasant indebtedness and con- 
sequent alienation of his land. The marketing of crops by the 


1 Where the direction of change is wrong both for P and Q, the results will 
certainly be bad. Where either P or Q are incorrectly estimated the degree of 
instability imparted to income will depend on the magnitudes of the errors and 
the weights (2 and n) that have been selected. 

* Cmd. 6950 of 1946. 

’ For a fuller account of conditions in cocoa marketing before the war see the 
Nowell Report, i.e., Report of the Commissioners on the Marketing of West 
African Cocoa, Cmd. 5845, 1939. 
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peasant was full of risk and uncertainty, and his attention was in 
consequence as much given to speculation as to farming. It is 
this feature of pre-war markets that statutory boards have 
eradicated. 

The producer price of Marketing Board crops is now fixed 
f.o.b. for a year at a time and its level widely published. Its value 
at the main buying stations, with a flat-rate deduction for trans- 
port costs, is also published. Finally, shippers’ and _ brokers’ 
margins are fixed by law. Consequently the farmer now knows 
precisely how much he should get for each load (60 lb.) of his crop, 
and he knows that this domestic price will be operative for the 
year whatever the level of the world price. This state of know- 
ledge is a great contrast with that obtaining before the war, when 
the farmer never knew the level of the price from one day to the 
next and, worse still, his sole source of information about its level 
was the broker. The short-period speculative element in crop 
marketing has been completely eradicated, and the farmer now 
has a reasoned basis for his farming and cropping policy. 

A recent review! of the problems suggests that violent 
price fluctuations have in the past “inhibited production ”’ so 
that the case for domestic price-stabilisation can be made with the 
consumer’s interests in view no less than those of the peasant 
farmer. From the consumers’ point of view again, measures 
intended above all else to guarantee stable incomes to peasant 
producers might have disastrous consequences if they lead to a 
decline in output consequent upon the assurance of a corresponding 
rise in price.2. Such backward-rising supply reactions are often 
regarded as characteristic of peasants. If there is any truth in 
this view the guarantee of income stabilisation may well induce a 
restriction of output in response. 


IV 


It remains to consider some of the other Paish—Bauer criti- 
cisms of colonial Marketing Boards, especially the lack of purpose 
allegedly demonstrated by the steady accumulation of surpluses. 
Accumulation has been unavoidable for some years past. With 
a strongly rising upward trend such as we have seen since 1946, 
the most optimistic formula for producer prices, even the Paish- 


1 Economic Bulletin for Europe (1st Quarter 1951), Vol. III, No. 1. 

2 Although backward-rising supply curves are thought to be the typical re- 
action of peasants to a rise in price, it is questionable whether this response has 
ever yet in fact occurred. The guarantee of a fixed income may, however, soon 
produce it. 
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Bauer formula itself, for example, inevitably lags behind actual 
world prices and leads to surpluses, until the trend of prices turns 
downwards. Given that surpluses have been inevitable, are they 
perhaps too large? ‘This depends upon one’s assessment of the 
price stabilisation commitment. If this period is followed by a 
slump, the Boards’ reserves will be needed not so much in order to 
maintain the internal price (for this is a domestic transaction and 
could be financed by borrowing or taxation) but in order to pay in 
sterling for imports for which the demand will be constant or even 
rising while receipts from exports fall. The Boards’ reserves are 
also being used for the long-run improvement of the respective 
industries in other ways: the financing of the swollen-shoot cam- 
paign for cocoa, forexample. Part of the surplus of each Board is 
being used for research into methods of cultivation of the crop 
concerned. Surely such policies, of building up financial reserves 
and the ploughing back of profits, are more to be commended 
than an immediate distribution of dividends? This is a 
choice not often made in farming enterprises and least of all in 
peasant communities, where, as Professor Paish and Mr. Bauer 
themselves agree, “‘small producers are unlikely to have the 
restraint and foresight to set aside in good times sufficient reserves 
to cushion the effects of worse ones, or, even if they have, may 
be debarred from doing so by social customs and obligations ” 
(loc. cit., p. 766). 

To stigmatise the Boards’ surpluses as taxation smacks a little 
of an attempt “ to give a dog a bad name,” though it may arise 
from a misapprehension about the effect of the Boards’ price 
policies upon producers’ real incomes. ‘There is no official index 
of the terms of trade for these territories, but fortunately this 
question has been investigated elsewhere. ‘Table VI gives the 
terms of trade, calculated separately for the main export crops 
from the Gold Coast and Nigeria since November 1947. 

This series gives the producer terms of trade, that is the pro- 
ducer price of the various exports deflated by a wholesale price or 
landed-cost index of the chief imported consumer goods. It does 
not, of course, measure the retail prices which the producer had 
to pay for the same bundle of goods. These prices were clearly 
much higher in the years in question. The gap was particularly 
wide in 1948 and 1949, when the huge jump in the producer price 
of cocoa came as a surprise to the importing agencies, whose 
stocks were therefore quite insufficient to meet the enormous 
increase in demand. It was, no doubt, the internal rise in retail 
prices to which Professor Paish and his collaborator referred when 
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they said that “the terms of trade of primary producers have 
therefore been depressed, not only relatively . . . but often 
absolutely ” (loc. cit., p. 759). However, as we have seen, even 
the Paish—Bauer formula, had it been calculated before the event 


TaBLeE VI 
Index of Producers Terms of Trade for Chief West African 
Export Crops + 
(August 1948 = 100) 





Gold Coast. | Nigeria. 





Ground- | Palm | Palm 
nuts. oil. kernels, 


Cocoa. 





1947 9: 102 75 79 
1948 104 9 | 94 
1949 : a | 126 121 
1950 f 126 | 122 120 
1951 112 130 116 
1951 (first 3 172 139 #| 132 
quarters only) | | 


1 Source: U.A.C. Statistical Economic Review No. 10. September 1952. 
For details of the construction of this index see also No. 8, September 1951. 











instead of after it, might easily have led to an exactly similar 
outcome. It, too, might have given a vast increase in incomes in 
that year, owing to the quite unexpected increase in the tonnage 
of the crop. No automatic formula can be devised to overcome 
this kind of difficulty, and it must be recognised that the decision 
about the producer price is partly dependent upon fiscal policy. 
However the producer price is determined, whether it is fixed 
by fiat or by formula, or whether it is left to world economic 
forces to determine, the relationship of this price to the others in 
the same community will affect the distribution of economic 
resources. In the cocoa boom of 1948/49 everyone became a 
*‘ cocoa farmer,’’ combing the High Forest belt for cocoa-stands, 
indeed for every cocoa-tree. Whether this Gold Rush atmosphere 
produced a desirable distribution of labour resources is an open 
question, but it cannot have done much harm at the level of eco- 
nomic activity prevailing at that time. In later years, if Develop- 
ment expenditure and specific development projects, like the 
Volta River scheme, grow to full scale, the domestic price 
policy of the Marketing Boards will become more crucial to 
general economic stability. It will not then be possible to leave 
the decision about the producer price to an automatic formula. 
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Nevertheless, in fixing the producer price each year the Boards 
would find a useful guide in moving average formule of various 
kinds, the Paish—Bauer formula amongst them. They can be no 
more than a guide, however, because their results may often 
require modification in relation to the general economic situation 
and the particular character of the crop. It does not seem 
possible to devise a simple prescription for price fixing, even for 
each crop separately, and still less a general formula for them all. 


P. Apy 
St. Anne’s College, 
Oxford. 


No. 251.—von. Lx. 





INCOME GROWTH IN SECULAR STAGNATION AND 
INFLATION ? 


In connection with his analysis establishing the requirements 
for steady (real) income growth, Mr. Harrod has very briefly 
touched upon the behaviour of the aggregate economy during 
periods of chronic underemployment and those of secular in- 
flation.? At one point in his discussion he has suggested, or rather 
hinted, without developing the idea, that the parameters of his 
model might be affected by changes in the (long-run) level of in- 
come.* Indeed, it would seem most reasonable and fruitful to 
assume that the saving and investment coefficients, which form 
the core of Mr. Harrod’s analysis, are functions of the long-run 
level of employment and income. Thus “warranted” growth 
may be shown to vary not only cyclically, a point emphasized by 
Mr. Harrod, but also to vary with the secular employment of 
resources. Moreover, there are strong grounds for believing that, 
contrary to the assumption implicitly made by Harrod, as well as 
many other economists, the full-employment growth ceiling is 
not invariable with respect to the employment of labor and capital. 

The present paper is designed to show that inherent in the 
secular conditions of both stagnation and inflation are forces 
which alter the values of the determinants of these two growth 
rates, and in such a way as to tend to make these conditions self- 
limiting.* 

1 This paper has benefited from the criticism of Professor Dudley Dillard of 
the University of Maryland and, at an earlier stage, from that of Professor Sidney 
Weintraub of the University of Pennsylvania. 

2 Cf. R. F. Harrod, “ An Essay in Dynamic Theory,’”” Economic JOURNAL 
(March 1939), 30-2, and idem, Towards a Dynamic Economics (London, 1949), 
pp. 87-8. 

3 Cf. “An Essay in Dynamic Theory,” p. 30. The ensuing discussion is to 
be construed as an effort to extend one phase of Mr. Harrod’s path-breaking work 
by following up the suggestion in the cited passages. 

4 More recently, Professor R. Eisner, following the lead of Professor Domar, 
has also endeavored to explore the behavior of income growth in the course of 
periods of chronic underemployment. Cf. Eisner, ‘‘ Underemployment Equili- 
brium Rates of Growth,” American Economic Review (March 1952), and E. D. 
Domar, “‘ Capital Expansion, Rate of Growth and Employment,’’ Econometrica 
(April 1946), particularly pp. 142-3. TLisner’s paper and the relevant portions 
of Domar’s explicitly assume that the full-capacity values of the saving and 
investment coefficients in their models will remain unchanged during periods of 
chronic unemployment. Hence the remarks in the present paper dealing with 
the latter condition are meant to apply to their analyses, also. In addition, 8% 
the writer’s comments on Professor Eisner’s paper in the American Economie 
Review (June 19538). 
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I. FRAMEWORK OF ANALYSIS 


To provide a convenient framework for the ensuing analysis, 
it is well to introduce a coefficient of required growth... Thus 
) = E/U, where E stands for the rate of income growth required 
for the full employment of a growing supply of labor. In effect, 
E is the full-employment growth ceiling, that is, the maximum 
rate of income growth allowed by growth in the labor force and by 
technological improvement.” 

U is the income growth required for the full-capacity utilisa- 
tion of a growing capital stock. This growth rate is itself a ratio, 
basically the same as the Harrod warranted growth rate, G,. As 
such, it is equal to the ratio, «/A; « denotes the (long-run) average 
propensity to save, S/Y, while A represents the accelerator, written 
without lags as AK/AY, AK being the change in capital stock 
or (algebraic) net investment. Without elaborating, U (or Gy 
minus the expectational qualities endowed it by Harrod) might 
be described as the rate of growth of income and investment 
required to absorb into production the saving and capital forma- 
tion indicated by «Y. Hence the appellation for U of full- 
capacity growth rate.® 

Mr. Harrod has noted that the case of a country prone to 
stagnation is represented by a value of the coefficient »<1.4 
Growth in real income will be kept by the growth ceiling from 
being sufficient to absorb into production the additions to the 
economy’s capital stock. As the growth ceiling is approached, 
labor shortages and other bottlenecks will make an appearance. 
New plants will have difficulty in getting sufficient labor; those 
that do will, in large measure, have to draw this and other factors 
from older ones. In either event excess capacity will develop; 
stocks will accumulate involuntarily. Losses will ensue, dis- 

1 See my article, ‘‘ Full Capacity vs. Full Employment Growth,” Quarterly 
Journal of Economics (August 1952), where the implications of this coefficient are 
amplified. 

* Readers will recognise that HZ is essentially the same as Harrod’s “ natural ”’ 
growth rate, G,. The term “ natural” appears to be an unfortunate choice of 
terms, however, for it appears to imply, unintentionally, that this growth rate will 
automatically be realised through the play of forces in a free economy. Calling 
it the full-employment growth rate (or ceiling) has the advantage of emphasising 
that this is the rate of income growth needed to ensure the employment of a grow- 
ing labor supply, as opposed to a growing capital stock. 

* For further details, see Harrod, ‘“‘ Essay in Dynamic Theory,” pp. 16-18 
and Towards a Dynamic Economics, pp. 77-85. Once more, we have selected the 
term “ full-capacity ” growth in preference to Harrod’s ‘“‘ warranted” growth 
because the former seems to be more descriptive. 


. See also Domar, “‘ Expansion and Employment,” American Economic 
Review (March 1947), pp. 44-5. 
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uppointments abound. ‘There is more or less a steady damping 
influence on the rate (of growth) of investment and income. 

Cyclical fluctuations would continue, but of necessity they 
would predominantly be downward in direction. Depressions 
would be deep and prolonged, while upswings would be brief and 
severely lacking in vigor. Over the years an economy in such 
circumstances would find itself in a state of chronic underemploy- 
ment. 

Conversely, when 7 > 1, the economy will find itself in a 
state of secular exhilaration. In this case the actual growth in 
real income will tend to lie above the full-capacity rate of growth 
most of the time. Although business cycles will occur, they will 
have a predominantly upward bias; upswings will be vigorous, 
downswings brief and well-contained. Over the long haul, total 
capacity will be used intensively. The utilisation of new capital 
will not be obstructed nor have to take place at the expense of 
old capital because of labor shortages. This is guaranteed by the 
fact that the growth in the labor force and technology exceed the 
rate of capital accumulation. This situation, of course, has been 
largely characteristic of countries in the initial stages of 
industrialisation. 

In discussing the situations of chronic underemployment and 
secular inflation, it is necessary to avoid assuming, as some 
writers have, that the full-capacity growth rate, U, will have the 
same secular values when 7 + 1 that it would in the case of y =1. 
At best this is a dubious assumption. Yet it is very important 
to know, for example, what the behaviour of U is in inflationary 
circumstances, for it is clear that the degree of inflation (as well 
as the extent of the secular growth in unemployment mentioned 
in the footnote on this page) is influenced by the magnitude of the 
excess of Z over U. Similarly, it is important to have some ides 
of the behavior of U in periods of stagnation, for the degree of 
resource under-utilisation is considerably influenced by the 
extent to which 7 is less than unity. Since full-capacity growth 
depends upon the values of the saving and investment coefficients, 
it is evident that a major part of the solution to the problem under 
discussion devolves upon an analysis of the behavior of these 
coefficients under conditions of 7 +1. A discussion of the nature 
and direction of change in these variables under such con 

1 At the same time that there is inflation, however, there will tend to develop 
a body of secularly unemployed labor, a point overlooked by Mr. Harrod and 
many others. When 7 > 1, the situation is also signified that the growth of 


capital will be insufficient to absorb into production the growing labor supply. 
See the reference in footnote 2 on p. 609 for an extended discussion of this point. 
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ditions, in contrast with the case of 7 = 1, comprises the content 
of the next two sections. 


FuLL-CAPACITY GROWTH AND SECULAR STAGNATION 


It seems clear that the ‘‘ desired’ acceleration coefficient will 
tend, in a period of prolonged stagnation, to fall below its full- 
employment values, as a result of the almost certain presence of 
idle plant and equipment. In general, the more idle capacity, 
the less investment will be induced by any given increase in 
income. The analysis of the damping effects on the accelerator 
of stagnation need not be limited to technological relationships 
indicated by marginal capital coefficients either. In so far as 
the marginal efficiency of capital is below its full-employment 
values, and in so far as profits, a principal source of investment 
capital, are also below their full-employment levels, increments 
in capital corresponding to (absolute) income growth will decline. 
The consequence of this fall in the investment coefficient is a 
tendency for the full-capacity growth rate to rise, because ceteris 
paribus, the more saving (and investment) remains to be absorbed 
by acceleration-induced investment inspired by the growth in 
income. 

In addition, autonomous investment may also be expected to 
be carried on at a reduced rate. As a matter of fact, we may 
identify secular stagnation with a comparatively low rate of 
autonomous investment.! But this will tend to raise the volume 

1 Autonomous investment, as is well known by now, ordinarily refers to that 
catagory of total investment which is unrelated to income growth. Despite 
recent objections to this concept, an important amount of investment may 
legitimately be separated from income growth, and not merely government 
monuments. Such investment includes cost-reducing innovations and invest- 
ment in new products which in the initial stages of growth are designed to com- 
pete away the existing markets of one or more substitutes. The introduction of 
revolutionary production techniques (in the broadest, or Schumpeterian, meaning 
of this term) or products designed for use in existing markets may be conceived 
as independent of income growth, past, present, or future as well, in the sense 
that their profitability is perfectly consistent with a given level of income. Ina 
negative way, perhaps the distinguishing feature of autonomous investment is 
that it is not made simply to accommodate a larger output. This does not 
mean that such investment is autonomous of economic influences and not in need 
of detailed analysis. One of the principal criticisms of the current iiterature on 
income growth is the tendency to subsume autonomous investment in some sort 
of random term, without undertaking an analysis of its component parts and their 
determinants. Yet the distinction between autonomous and induced investment 
18 an important and useful one. The presence or absence of autonomous invest- 
ment provides, in the opinion of the present writer, the sole basis for distinguish- 
ing between and explaining the differences in major and minor business cycles. 
But this is not all. 

Recently, it has been appropriately suggested that the timing of so-called 
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of savings left over to be absorbed by induced investment. 
Additional upward pressure on the full-capacity growth rate will 
result. Thus the behavior of total investment during stagnation 
appears to accentuate the tendencies toward chronic under- 
employment. 

Our analysis of the effects of stagnation on full-capacity 
growth, however, would be incomplete were we to stop at the 
effects on investment. For there is even less reason to assume 
that the saving coefficient will remain unchanged during such 
periods. 

a, too, may be expected to fall when » <1. With the 
emergence of steady unemployment and excess capacity, with 
depressions abortive, profits on the average should be very low; 
certainly, they will tend to be much lower as a percentage of 
national income during such periods than they would be when 
4 = 1. Corporations in general having a higher propensity to 
save than individuals, this redistribution of income away from 
profits will tend to lower the propensity to save from national 
income. In the face of a low marginal efficiency of capital, the 
volume of retained business earnings should also decline sharply, 
indicating a fall in corporate saving functions, with the same 
effects. Dividends and speculative incomes, too, will fall. The 


structure of interest rates will undoubtedly fall below its full- 
employment values, reducing not only incomes from this souree, 
but also as Mr. Harrod has demonstrated, acting directly to reduce 
the propensity to save (from disposable income).' In general, 





autonomous investment may often be affected by the phase of the business cycle. 
Even though such investment may meet the basic requirement of not being made 
merely to permit larger outputs, we would be guilty of overstating the case were 
we to deny all influence on expectations, long and short run, of prosperity and 
depression. As has been pointed out, to the extent that this is true, such invest- 
ment is related to the income level, rather than the latter’s growth. However, 
from the point of view of the problem of long-run income growth, the origins 
of stagnation may be ascribed to laggard autonomous investment behavior, 
whether or not the latter’s timing is related to the income level. For the per- 
sistent failure of upswings in national income to reach full employment is due to 
the inadequacy of even ‘ timing-induced”’ innovational investment. Given 
realistic values of the acceleration coefficient, the effect of this may be described 
as raising the full-capacity growth rate to values frequently improbable even 
without the limitations imposed by growth ceilings. 

1 The chief element of doubt about the behavior of saving with respect to 
changes in the rate of interest has arisen from the consideration of saving for 
specific objectives (pensions, education, etc.). Mr. Harrod has pointed out that, 
for example, the belief that a rise in interest will result in lower saving “ arises from 
neglect of compound interest, the fact that with a high interest yield there is more 
accrued interest available to be resaved.”’ (Towards a Dynamic Economics, pp- 
51-2.) As a result, even though the necessary reduction in consumption is less, 
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entrepreneurial and rentier incomes may be expected to decline 
as a fraction of income. These tendencies, combined with 
probable government doles or work-relief projects, all point to 
a redistribution of income in favor of high (marginal) spending 
groups. 

Furthermore, in so far as stagnation implies a low rate of 
growth of real income, lower at any rate than is the case under 
full-employment conditions, the saving coefficient may be ex- 
pected to decline ipso facto. Different reasons may be adduced 
for relating the propensity to save in a positive way to the rate 
of income growth. It has been noted, for instance, that given a 
growing national income, the mere placement of savings in fixed- 
income assets acts to raise the saving function by reducing the 
amounts available for liquidation, expressed as a proportion of 
the growing income. However, it is also clear that given the 
amount of savings embodied in such assets, the slower income 
grows, the larger will be the proportion of income available for 
dissaving. ‘The smaller will thus be the percentage of net income 
taking the form of positive saving. 

Moreover, there is good reason to expect households and 
corporations as a whole to save a smaller fraction of income the 
slower is the growth in income. As indicated earlier, the 
propensity to save of corporations will tend to fall. A large 
portion of undistributed earnings is retained for the express 
purpose of financing capital expansion. With less need for 
expansion, v.e., capital widening, following the slowdown in 


the effects of compounding at a higher interest rate still cause total savings to be 
larger than they would otherwise be. 

There is yet a more useful way of demonstrating that personal saving is a 
positive function of the rate of interest. Saving is essentially a demand for future 
income, and interest may best be considered as the price of future income in terms 
of present income. The conditions of a rising demand curve for future income 
are identical with those of any good: the good must be inferior, and individuals 
must devote a large part of their incomes to it. While future income may well be 
inferior to present income, it seems clear that the large body of individual savers 
saves & sufficiently small part of its incomes as to experience very little increase 
in the latter in consequence of the lower price it must pay (i.e., higher interest it 
receives) for future income. 

Harrod seems also to have injected the possibility that a fall in interest rates 
might bring about capital deepening, and hence a rise in corporate saving (ibid., 
p. 48). However, elsewhere (ibid., pp. 133-4) he seems to have accepted what 
is probably the general view at present, namely, that investment demand is 
inelastic with respect to changes in interest. It might be noted that the main 
emphasis of the argument adduced in the text of the present discussion is meant 


to be on the significance of interest as a factor in the distribution of national 
income, 
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income growth, there is a presumption in favor of less un. 
distributed profits. 

Similarly, there is good reason to expect the proportion of 
saving out of disposable income to fall when income rises more 
slowly in the course of stagnation. The “‘ demonstration effects ” 
of Professor Duesenberry, explaining the efforts of consumers to 
achieve higher living standards, have come to the fore as one of 
the chief explanations of the apparent constancy in the long-run 
ratio of savings to income.? But need this proportion be the 
same under all conditions? May not this quest for higher 
standards lead households to compensate for a fall in the growth 
of real incomes by saving a smaller proportion of higher incomes? 
Put differently, may not the slower growth of real income accen- 
tuate the inherent inferiority of that ‘ commodity,” future income 
(cf. footnote on p. 612) and lead to a fall in the saving ratio ? 

The statistical evidence on this matter, meager as it is, tends to 
bear out the contention that the saving coefficient tends to be 
smaller in the long run, the lower the percentage growth in real 
income, even when lower growth rates do not result in stagnation. 
The Kuznets data on long-run saving (corporate as well as in- 
dividual) exhibit a secular decline as a fraction of income (a point 
overlooked by many writers), while at the same time, the decennial 
income figures also display a falling tendency in the relative rate 
of growth.® 

Under the weight of the economic pressures associated with 
stagnation, it is not unreasonable to expect, too, that the rate of 
population growth may be reduced. Ceteris paribus, primarily, 
the rate of income growth, saving will tend to be a smaller fraction 
of income the lower is the rate of population growth. ‘The reason 

1 Since we have, in effect, identified stagnation with a lack of autonomous 
investment, we have thus ruled out any compensatory absorption of savings in 
this type of investment. 

2 Cf. J. S. Duesenberry, Income, Saving and the Theory of Consumer Behavior 
(Cambridge, Mass., 1949), Chapter ITI. 

8 Cf. S. Kuznets, National Product since 1869 (New York, 1946), p. 11% 
Because these data are ex post, they cannot be taken as conclusive evidence of 
the hypothesis suggested in the text, the latter dealing obviously, with saving 
functions. 

These data also cast some doubt on Mr. Harrod’s fears that a rising per capila 
income will tend to raise the value of the saving coefficient through increased 
“hump ” or goal saving as well as increased inheritance saving, both as a result 
of the greater ease in saving consequent upon the rise in per capita income. Sé 
Towards a Dynamic Economics, pp. 53-5. 

4 We are aware, of course, that many writers on stagnation have traced ite 
origin partly to the declining rate of population growth in the Western World 


However, this hypothesis is not inconsistent with one which posits reciprocal 
effects between stagnation and population growth. 
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is, briefly, that the slower is population growth, the smaller is the 
proportion of young people with positive saving to offset the dis- 
saving of old, retired people.! 

For reasons well known by now, it may be averred that 
decreased population growth will also act to reduce investment 
outlets. This thesis, however, while containing an important 
element of truth, tends to overlook certain mitigating factors. 
One, a variation of a point made above, is that corporation saving 
designed to meet the needs of a growing population will also tend 
to fall as investment outlets originating in this factor decline. 
Secondly, a good deal of personal saving is done with the purpose 
of acquiring a specific asset. Included in this type of saving 
should be what is sometimes called “ contractual” saving, or 
saving which takes the form of insurance payments and, particu- 
larly, instalment payments on consumer durables. Thus if 
investment falls in industries a large part of whose markets stems 
from population growth, some of this decline in investment 
opportunities may be offset by a decline in saving having the 
acquisition of these goods as its objective.2. Further, in con- 
nection with the all-important demand for housing, there is some 
statistical evidence that at any given income level outlays on 
housing vary inversely with the size of the family (smaller families 
can afford more). 

Thus far we have been content to survey the possibilities of 
change in the saving and investment coefficients originating in 
developments immanent in a condition of chronic underemploy- 
ment. Moreover, our analysis indicates that both coefficients 
tend to fall in value. But the sagging accelerator serves to re- 
inforce the stagnation conditions, while the declining tendencies 
of the saving coefficient are an alleviating element. What would 
be the net result of these diverse influences on fall-capacity 
growth (and therefore 7 and stagnation)? In the absence of 
accurate data we can do little but make some reasonable and 
very tentative guesses, with which the reader may or may not agree. 
There is an inclination to believe that full-capacity required 


1 This effect may be offset somewhat by the reduced need of young parents to 
dissave as a result of fewer children. 

* This statement is predicated on the supposition that “‘ there is an absolute 
limit or an ideal level for accumulating assets.” Cf. G. Katona, Psychological 
Analysis of Economic Behavior (New York, 1951), p. 106. Katona argues that 
this position (held probably by the bulk of economists, especially those who in 
one form or another have espoused the so-called ‘‘ Pigou effect” of wage and 
price changes) is substantiated neither by psychological theory nor empirical 
investigation, acknowledging, at the same time, that “the reverse statement 
cannot be proved either.” 
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growth will tend to decline, so that y will rise in value (toward 
unity), thus ameliorating, though not eradicating, the stagnation 
tendencies. This implies the belief that the fall in the accelera. 
tion coefficient, at least, will be more than offset by the decline 
in the saving coefficient. For one thing, it appears necessary to 
exercise care against exaggerating the fall in the accelerator due 
to excess capacity. During an extended period of stagnation, 
we may expect the capital stock gradually to be adjusted to the 
required levels. Stagnation is something quite different from a 
period of sharp cyclical decline in income in which it is im- 
possible to disinvest at a rate proportionate to the fall in income! 
Over time, it is not unreasonable to expect business firms to 
allow even a slowly growing national income to absorb some of the 
excess capacity, permitting the (actual) accelerator to adjust 
upward somewhat toward its “ normal ”’ values. 

At the same time the arguments adduced earlier, if correct, 
point to strong downward pressure on the saving coefficient. 
The combination of such factors as the redistribution of national 
and disposable income in favor of high spending groups, lower 
interest rates and the effects, direct and indirect, of a slower 
growth of real income per se on the propensity to save, all point 
to a sharp reduction in the proportion of national income saved, 
and, in the end, some reduction in full-capacity growth. 

This does not mean, of course, that stagnation is self-correcting, 
that given time, this problem would solve itself. ‘To assert that 
the saving coefficient may tend to fall enough to offset the de- 
pressive effects of a decline in induced investment is not to assert 
that saving also will decline enough to offset completely the fall in 
autonomous or innovational investment. To a certain extent it 
will. As with induced investment, profits are retained to finance 
investment from autonomous sources, too. And again as with 
induced investment, when autonomous investment needs dimin- 
ish, the proportion of profits which are undistributed would 
probably be reduced accordingly. In the post-war years in the 
United States, at least, undistributed profits have approximated, 
very roughly, 60-70% of net private saving.? Thus even if 
corporate (net) saving fell sharply in response to the reduced need 
for investment funds, there would still be the problem of absorbing 


1 Cf. B. Higgins, “‘ The Concept of Secular Stagnation,” American Economic 
Review (March 1950). 

2 These figures are considerably higher than pre-war figures, which were in 
the neighborhood of one-third. The higher post-war values probably reflect & 
combination of the trend toward increased internal financing, plus the enormous 
post-war demand for fixed capital. 
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large lumps of personal saving, lumps which may be expected to 
persist despite the factors adduced earlier which would tend to 
reduce their size.} 


FULL-CAPACITY GROWTH AND SECULAR INFLATION 


As in the case of secular stagnation, so in that of secular 
inflation, 7 > 1, there seems little reason to expect full-capacity 
growth to remain unchanged from the values which obtain 
when 7 = 1. For one thing, the accelerator may tend to be 
larger because of the steady pressure on capacity and the high 
marginal efficiency of capital that will mark such periods. Further- 
more, in periods of intensive growth and high profit expectations, 
certain industries may maintain a certain amount of excess 
capacity merely in anticipation of future growth in output. 
This will tend to raise the value of the accelerator, too, as induced 
investment will be undertaken to produce the incremental output 
and, in addition, to maintain the desired excess capacity.2, With 


1 I find myself having come surprisingly close to the extraordinarily opti- 
mistic conclusions regarding stagnation of the late Professor Schumpeter. Schum- 
peter took the extreme position that ‘it is not only that the bulk of individual 
savings—and of course, all business savings . . .—is done with a specific invest- 
ment purpose in view. The decision to invest precedes as a rule, and the act of 
investing precedes very often, the decision to save. . . . It seems to follow, first, 
that unless people see investment opportunities, they will not normally save and 
that a situation of vanishing investment opportunity is likely to be also one of 
vanishing saving . . .”’ (J. A. Schumpeter, Capitalism, Socialism, and Democracy, 
revised edition (New York, 1947), p. 395). With minor exception, these remarks 
seem adequate as a description of business saving. The same is probably true 
of some (indeterminate) portion of personal saving. But a significant portion 
of the latter gives no indication of being undertaken with the object of (real) 
investment. ‘The bulk of such saving done in the various types of insurance, 
pension, health and welfare funds, and the like, would seem to bear this out. 
Present ideas in the field of psychology, suggested earlier (see footnote on p. 615), 
cast further doubt on Schumpeter’s thesis, in which, by the way he has lots of com- 
pany. The same is true of the (as yet meager) evidence offered by the Survey 
of Consumer Finances, conducted in the United States by the University of 
Michigan under the auspices of the Federal Reserve System. Thus people stress 
the “‘ rainy day ” motive for saving, and many appear to save without specific 
goals for the use of their savings. Nor does the Survey appear to be able to offer 
evidence to substantiate a position that the desire for interest income plays a 
dominant role in saving decisions. (Cf. Katona, op. cit., pp. 78-81 and passim.) 
Though it is evident that a thorough study of saving habits is badly needed, it is 
also clear from the limited evidence that presently exists that the ultra-classical 
position of Professor Schumpeter will not suffice to explain an important segment 
of personal saving. There is neither an a priori nor empirical basis, therefore, for 
believing that stagnation will be more than self-limiting, that is, will be self- 
correcting, too. 

* It is in many of the basic industries and public utilities, where economies of 
scale are common, that such overcapacity may be maintained. Cf. H. B. Chenery, 
“Overcapacity and the Acceleration Principle,” Econometrica (January 1952), 
pp. 1-15. 
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a higher accelerator full-capacity growth is, of course, reduced, 
since more (real) saving will be absorbed in the investment in- 
duced by any given increase in income. 

Just as we have identified stagnation largely with an insuffici- 
ency of autonomous investment, so we may associate secular 
inflation with an abundance of this type of investment.! In 
addition, as long as expectations are involved in investment 
decisions, it is difficult to dissociate completely current economic 
events from much of even autonomous investment. Though 
meant to invade existing markets, or intended simply to reduce 
costs of given outputs, autonomous investment outlays may be 
expected to be influenced by the high current rates of return that 
will mark secular exhilaration. This effect is important if its 
influence is felt only in the matter of timing of such investment 
outlays. In the same manner that we recognise the pace of 
replacement demand to vary directly with current and expected 
rates of return, even where such replacement embodies some 
technological advance, we may expect the pace of autonomous 
investment to speed up under the swell and impetus of high 
profits stemming from the intensive use of capital during periods 
of secular inflation. 

To the extent that autonomous investment is higher during 
such periods than it is in either of the cases 7 < 1, full-capacity 
growth is reduced, because less saving (and investment) remains 
to be absorbed by acceleration-induced investment. 

A rapid rate of income growth will also tend to raise the value 
of the saving coefficient, however. The very fact of inflationary 
rises in the price level makes a persuasive case for expecting 4 
strongly skewed distribution of national income in favor of profits 
and of retained earnings to finance both autonomous and induced 
investment projects. Even in the presence of strong trade 
unions, wages tend to lag behind prices, making for expanded 
profit margins. This “redistribution effect’ is nothing more 
than the familiar phenomenon of forced saving, which we associate 
with periods of inflationary trends. 

The distribution of personal income should also reflect the 
inflationary trends as dividends and speculative incomes rise 


1 In a future paper, the writer hopes to be able to show that the values of the 
accelerator required to yield steady growth based primarily on induced investment 
far exceed all plausible figures. It appears necessary to posit certain (large) 
amounts of autonomous investment in order to obtain full-capacity growth. 
Hence we are inclined to the proposition that stagnation is due basically to the 
lack of autonomous investment, and not to too low an accelerator, and, similarly, 
that inflation may be attributed to high rates of autonomous investment rather 
than too high an acceleration coefficient. 
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under the same pressures. In the absence of a strong cheap 
money policy, the structure of interest rates should also reflect 
the pressures of high investment demand; this will add to the 
skewness in personal income distribution and, if our earlier 
arguments are correct, also increase directly the propensity to 
save from disposable income. 

Turning around the earlier arguments relating the propensity 
to save to the rate of income growth, the saving coefficient may 
also be expected to be higher the higher is the latter variable. 
This effect exists apart from the redistribution effect. It arises 
from the aforementioned embodiment of savings in fixed-income 
assets as well as from the possible stimulating effects on popula- 
tion growth that high rates of income growth may exert. Further, 
with any given value of the accelerator, there will be more cor- 
porate saving, merely to finance the greater volume of induced 
investment resulting from the higher rate of income growth. 

To some extent, the long-run household saving coefficient, 
too, may tend to be higher in the face of a higher rate of income 
growth, although it is admittedly debatable how far we may go 
instating the converse of the earlier proposition that lower income 
growth may see a lower personal saving coefficient, because of 
“Veblen ”—induced efforts to compensate for a fall in the 
growth of real income. Additional difficulties are created along 
these lines by the potential development of elastic consumer 
price expectations during a period of underlying inflationary 
trend. Any actions based on such expectations would, of course, 
tend to reduce the propensity to save. 

At any rate, there are sufficient influences at work to leave 
little doubt that the propensity to save out of national income 
should tend to be higher when y >1 than when 7» = 1. The 
Kuznets data referred to earlier lend some support to this con- 
clusion. The result is upward pressure on the full-capacity 
growth rate, U. 

As before, we have similar movements in the saving and 
investment coefficients, and therefore opposing influences at work 
on full-capacity growth. This time, however, we may speculate 
with considerably more confidence. There seems to be a rather 
clear-cut case for expecting the “ saving effects’ to dominate 
the “investment effects.” This statement is founded on the 
belief that the outstanding feature of strong inflationary pressures 
is forced saving and high rates of capital formation, brought about 
primarily through a redistribution of income in favor of profits. 
If true, this effect indicates that the case of secular inflation, 
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of 7 > 1, tends to be self-correcting,' for it contains within it the 
forces, viz., high rates of saving and capital formation, which will 
gradually reduce the disparity between full employment and full- 
capacity growth.? There is nothing startling in this conclusion. 
In simplified form this evolution of 7 toward unity from a figure 
greater than this depicts one of the central aspects of the economic 
development of a backward country toward an industrialised state. 
It is probably not an exaggeration to say that the evolution of » 
from a value greater to one of less than unity, primarily, though 
not exclusively, through the effects of capital formation on full- 
capacity growth, constitutes a description of the change from 
nineteenth-century to twentieth-century economics, at least in 
the West.® 


Tue FULL-EMPLOYMENT GROWTH CEILING 


It may be objected, with some propriety, that we appear to 
have concentrated on full-capacity growth to the exclusion of 
the full-employment growth ceiling, and that it does not follow, 
either, that the latter is free of influence from the secular behavior 
of income growth. There is real merit in this objection. In so 
far as the growth ceiling is partly determined by growth in the 


labor force, it does not appear wholly legitimate to assume that 
the latter will be the same in periods of secular inflation as in full 
employment free of this element, or that labor-force growth will 
be the same during stagnation as during full-employment growth.‘ 
In the case of stagnation, for instance, there is the strong possi- 
bility that population, and therefore labor force, growth will be 
slowed by conditions of chronic unemployment. But there is 
also the question of determining to what extent this effect on 
labor force growth will be offset by the appearance of auxiliary 
income earners trying to supplement the income of the head of 
the family. And what of the behavior of these two factors 


1 So long, obviously, as the situation does not degenerate into a state of 
galloping or hyper-inflation. 

2 Equally important, the raising of full-capacity growth under these circum- 
stances will act to reduce the growth of secular unemployment. See footnote 1 
on p. 609. 

3 It is not clear that an evolution of 7 to a value less than unity is to be 
attributed solely to a rise in full-capacity growth alone. Declining rates of 
population and labor force growth and possibly slower rates of technological 
progress might act to reduce the full-employment growth ceiling also. 

4 See, eg., D. Kirk, “‘ The Relation of Employment Levels to Births in 
Germany,” Millbank Memorial Fund Quarterly (April 1942). The prolonged 
upswing in post-war births also has demographers doubting that merely another 
temporary post-war surge is occurring. 
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during periods of secular exhilaration? In both cases our answers 
must be uncertain, of course, because we are dealing with variables 
which are important functions of non-economic factors, and the 
demographers have yet to provide us with sufficient information 
to answer the questions posed satisfactorily.1 

Nor must we forget the other of the fundamental determinants 
of the growth ceiling, the rate of technological progress. Here, 
too, the earlier discussion has been guilty of assuming that the 
pace of technological advance is more or less a fixed datum, un- 
influenced by secular conditions of employment. It seems highly 
likely that the pace will be different (less?) during stagnation 
from its value during full employment. We have noted, to be 
sure, the likelihood of some variation in the timing of innovational 
investment. But more important, we have cited the inadequacy 
of autonomous investment as, in some sense, the fundamental 
cause of stagnation. Since autonomous investment is an im- 
portant function of the rate of change of technique, it behooves 
us to determine to what extent the lack of the former stems from 
a dearth of the latter. And to what extent may a reciprocal 
effect develop between stagnation and the rate of change of 
technique? One will surely develop, and adversely. The lower 
profits that are identifiable with stagnation will deprive some 
firms of a preferred source of investment funds, others (small and/ 
or new firms) of their only source. If we have been correct in 
suggesting that the propensity to save out of disposable income 
will fall during stagnation periods, then the other major source of 
equity capital may be reduced. If the dangers are more from 
deflation than its opposite during such periods, the desired levels 
of precautionary liquidity will also tend to be greater. Such 
factors will certainly act to damp the rate of innovation. 

Answers to these questions must not be confined to the rate 
of innovation alone. ‘There is no logical basis for accepting the 
rate of invention as given if we are fully to understand the nature 
of long-run growth. Thus, as before, if stagnation results in 
the deterioration of the profit position of a large majority of firms, 
there is a strong likelihood that money to finance research will 
be cut sharply. When the so-called efficiency experts are called 
in, nothing seems so expendable as the unnecessary overhead costs 
consigned to research. With so much of the latter being financed 
from business funds in the modern industrial economies, this 


1 There is a literature bearing on the influence of the trade cycle on population 
movements. Cf. J. J. Spengler, ‘‘ Population Theory,” in A Survey of Con- 
temporary Economics, Vol. II (Homewood, IIl., 1952), p. 105n and passim for 
references, 
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sequence of events could lead to a serious diminution in the rate 
of invention. 

What of the character of invention and innovation during 
stagnation? Should the latter be the result of persistent collisions 
with the growth ceiling, and should this condition be revealed in 
the form of persistent labor shortages, may not technological 
progress be given a twist in the direction of labor-saving innova- 
tions? Ifso, this might yield a twist in the direction of capital- 
using techniques. ‘The ensuing rise in the capital coefficient 
will affect at once H (by speeding the growth in the labor supply) 
and U of the coefficient 7. The result will be a double-barrelled 
tendency to raise the value of » and reduce the stagnation 
tendencies. 

Neither is there an a priori basis for believing that the pace 
and form of technological advance will be the same under the 
inflationary conditions of 7 > 1 as they are in the circumstances 
of 7 = 1. We have already posited the possibility that the rate 
of innovation will be spurred by the relatively higher profits 
typical of the former situation.1 But what of the rate of inven- 
tion, and the character of the latter? The high profits of secular 
inflation may encourage free business spending on research. 
And if producers in the circumstances of » > 1 are confronted 
with persistent capital shortages, there is good reason to expect 
invention and innovation to have a capital-saving emphasis, with 
the result, again, that the elements of the required growth 
coefficient, 7, will be affected, this time in a manner calculated to 
reduce the value of 7 and hence the inflationary pressures. 

These remarks on the behavior of technological progress 
under varying conditions of secular employment are designed to 
be primarily suggestive in nature. In the present state of 
knowledge, or lack of it, there are no clear-cut answers, but 
in this case there are no excuses for economists. Despite their 
recent preoccupation with full-employment growth ceilings and, 
or autonomous investment, economists have, for the most part, 
remained steadfast in their refusal to enlighten themselves on the 


1 Although it may also be asserted that the easy profit situation may en- 
courage laxity and reduce the pressure to introduce promptly the latest in pro- 
duction techniques or products. 

2 Beside the point raised in the preceding footnote, there is some doubt on 
this score arising from the difficulty of ascertaining tho extent of the positive 
correlation between profits and business-financed research. Thus the situation 
of 7 = 1 implicitly assumes profits sufficient, at any rate, to assure steady growth 
of aggregate investment. It is a question whether the still more buoyant situa- 
tion of 7 > 1 will necessarily encourage more expenditures on research than may 
be presumed to exist in the case of 7 = 1. 
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ate nature of the determinants of these variables. The former they 
have been content to take as a parameter in their discussions ; 
ing the latter they have been content to consign to some random shock 
ons term as a problem in the theory of probability. This blind spot 
lin might be partly excused in the case of labor-force growth, because 
ical of the apparent decisive importance of factors which do not fall 
Va- strictly within the economist’s purview. But there is no excuse 
tal- for the failure to investigate the determinants of the rate and form 
ient of technological invention and innovation.1_ No more than we 
ply) accept a given rate of private investment as inevitably fixing the 
lled cyclical character of the aggregate economy, should we accept a 
tion given rate of technological progress as unalterable. Just as it 
has been incorrect to assume that the full-capacity growth rate 
ace is some God-given constant, so it is wrong to go on treating 
the technological progress largely as some mysterious unknowable. 
nces If it, together with the full-employment growth ceiling, is im- 
rate portant, there is no reason why sufficient investigation will not 
ofits ultimately disclose how it behaves during periods of stagnation 
ven- or inflation, and equally important, how and to what extent it is 
ular amenable to public policy.? 
ch? 
nted ADDENDUM 
a It is of particular interest to consider briefly some implications 
ih for the Middle and Far East and South America of the historical 
d to decline of n to values of unity or less in the West. It would be a 
mistake to take the position that the relatively high rates of capital 
— formation of the past were due solely to domestic saving, that 
d to nations lifted themselves up by their bootstraps. There was much 
i? resort to foreign “‘ saving.” And it is clear that the backward 


but areas to-day must resort to an important extent to foreign capital. 
Yet there is the temptation to point to Britain of the In- 


their 
and/ 1 There are, of course, some notable exceptions to these remarks, among them 
Ferdinand Zweig, Yale Brozen and Gordon Bloom, to name but a few. For 
part, most economists, the statement of Professor Frank Knight that ‘ economics 
n the does not deal with technology or techniques, which are . . . taken as given” 
(American Economic Review (May 1952), p. 46) probably summarises their position 
uy en- on this matter. 
n pro- * Concern with the determinants of the full-employment growth ceiling is 
perhaps the central theme of W. W. Rostow’s The Process of Economic Growth 
ibt on (New York, 1952). While still leaving much to be desired in the way of providing 
ositive empirical information on the behavior of labor-force growth and technological 
uation progress, this volume is a notable contribution to the field of growth for asking 
rowth the right questions and for directing economists’ attention to the problems most 
situa- in need of being tackled. To some perhaps, the questions may not seem alto- 
n may gether new. If so, there is even less excuse for the persistent refusal to deal with 
them. 
No. 251.—vou. Lxm. TT 
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dustrial Revolution Period and present-day Russia as examples 
of communities which were able to pull themselves upward largely 
through “ bootstrap’”’ saving. Though the formal mechanism 
was different, in each case an overwhelmingly skewed distribution 
of national and disposable income in favor of high-saving groups 
permitted the necessary saving and investment. Conceivably, 
through resort to taxes and/or saving “ forced”’ by similarly 
skewed income distributions, backward areas to-day might as a 
last resort accomplish the same thing. 

Certain important differences in these cases, however, must be 
recognised. For one thing, Britain and Russia both had a base 
which is missing in large measure among many of the present 
backward areas. This base consists in what has been called 
** social overhead capital,’ } that is, networks of roads and other 
means of transportation and communication, many of the public 
utilities that are associated with urban communities, etc. Thus 
Russia at the outset of the first Five Year Plan found herself 
blessed with a good deal of social overhead investment in the form 
of railroads and other basic industries, thanks to the efforts of 
the famous Count Witte. Britain could trace the origin of much 
of her social overhead capital to her period of commercial great- 
ness. In the bulk of the backward areas to-day, however, it is 
necessary virtually to start from scratch, to invest in these basic 
things as a prerequisite to the development of those “ directly 
productive ” industries whose effects on living standards, at least, 
make saving easier. The saving burden in these areas is thus 
appreciably heavier.” 

Moreover, in the case of both Britain and Russia, but especially 
Britain, (per capita) national incomes were, for different reasons, 
relatively high, higher than those of many of the backward areas 
to-day, and high enough to make saving compatible at least with 
subsistence; the required rate of domestic saving in to-day’s 
underdeveloped countries would force large numbers of their 
populations over the brink into starvation. 


1 This term is due to Dr. P. M. Rosenstein-Rodan, who used it in the course 
of a lecture delivered at the University of Maryland. For a brilliant discussion 
of the investment problems of underdeveloped areas, see his paper, ‘‘ Problems 
of Industrialisation of Eastern and Southeastern Europe,” Economic JOURNAL, 
June—September 1943, pp. 202-11. 

2 This particular factor serves to emphasise the need not only for inter- 
national lending to these underdeveloped areas, but also indicates the need for 
much of this lending to come, at least in the beginning, from such agencies as the 
World Bank and the United Nations as well as national governments. Private 
investment has, with some major exceptions (e.g., railroads), traditionally 
avoided involvement in much of social overhead capital, the bulk of which has 
fallen within the government domain. 
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But there is still another feature which sharply differentiates 
the current aspects of the problem of 7 > 1 from its past character. 
With modern means of communication (primarily the radio and 
the movies), we have “‘ demonstration effects ’’ not only among 
income groups in one country, but also among whole populations 
in different countries.1_ These effects are not confined to living 
standards either. Perhaps of equal importance has been the 
international demonstration of the power of trade unions in the 
matter of wages. These factors plus the predominance in the 
current social milieu of egalitarian philosophies make it well-nigh 
impossible to resort to the older and more obvious methods of 
“forcing”? saving in countries not surrounded by iron curtains. 
Instead the more subtle, or at least indirect, method of inflation, 
which even trade unions have not been able to “ beat,” must 
effect a situation of forced saving. Because of the factors just 
mentioned, however, the required degree of inflation is likely to 
be extreme and its effectiveness severely limited. Foreign saving 
seems to be an indispensable adjunct to bootstrap saving in the 
efforts of underdeveloped countries to close the secular (in- 
flationary) gap between full employment and full-capacity growth. 

In all likelihood when technological improvement in these 
underdeveloped areas begins to take on an indigenous character, 
the emphasis may be expected to be on capital-saving inventions 
and innovations, since capital is clearly the scarce factor, labor 
being relatively plentiful. This could provide, indeed already 
has done so, a potential source of friction between the industrially 
advanced and backward countries in efforts to transplant tech- 
nology from the former to the latter, because of the differences in 
relative scarcity of labor and capital that mark these diverse 
areas. Only recently have authorities realised the necessity of 


1 Compare R. Nurkse, ‘‘ Some International Aspects of the Problem of Eco- 
nomic Development,” American Economic Review (May 1952), pp. 577-9. 

* The inflation method of forcing saving is not, of course, without special 
dangers of its own. One of these is the balance-of-payments disequilibria which 
hound those countries where inflationary biases are the rule. Another pitfall 
stems from the necessity of utilising inflation only to keep consumption from 
rising proportionately with income. Given the subsistance living standards that 
already prevail in most backward areas, forced saving in all likelihood cannot be 
used to reduce living standards without fomenting political unrest and possibly 
revolt. Because of the necessity of investing first in social overhead capital and 
other basic industries, which do not immediately result in more consumer goods, 
this could be a difficult problem. 

* Sanitation and other kinds of health improvements provide an important 
area of exception to this statement. Although such a classification is neces- 
sarily arbitrary, these improvements should be classified as labor-saving, for one 
of their immediate effects is to add greatly to the labor supply. 
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adapting techniques to the relative abundance of labor that 
prevails in so many of the underdeveloped areas. From a longer- 
run point of view, the development and use of atomic energy to 
meet industrial power needs may provide a potential source of 
trouble for underdeveloped countries whose capital and energy 
problems are particularly acute vis-a-vis, especially, the United 
States. Atomic energy may be characterised as being, in the long 
run, capital saving. The United States being endowed with 
plentiful capital (as well as power resources, another type of capital, 
if you will), can afford to be greatly concerned about rigorous 
safeguards in the international control of atomic energy produc- 
tion, safeguards which of necessity would hamper the industrial 
development of atomic energy. Countries for whom power short- 
age looms large as an obstacle in the path of their development 
may chafe at such restrictions. 
D. HAMBERG 
University of Maryland. 
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ECONOMIC PROGRESS, OCCUPATIONAL RE- 
DISTRIBUTION AND INTERNATIONAL TERMS 
OF TRADE * 


In an article entitled ‘‘ Economic Progress and Occupational 
Distribution” * Messrs. P. T. Bauer and B. 8. Yamey have 
questioned the validity of the widely held view that economic 
progress tends to be accompanied by a rise in the percentage of 
the country’s labour force engaged in tertiary activities. They 
have also suggested that, if economic progress is concentrated 
mainly in underdeveloped countries, the terms of trade of 
advanced nations may turn unfavourably. An attempt is made 
in Section I to show that, in the past, this generally held view 
concerning the occupational redistribution of labour has been 
valid? Some speculations concerning future developments in 
to-day’s underdeveloped countries are made in Section II. The 
change in the terms of trade is discussed in Section ITI. 


I 


Both time series of occupational distribution in advanced 
countries, and comparison of statistics of occupational distribution 
in advanced with those in less developed countries, suggest that 


1 The author wishes to thank Professor G. A. Elliott and Messrs. H. G. Johnson 
and R. W. Thompson for helpful comments. 

* Economic JourNAL, Vol. LXI, 1951, pp. 741-55. 

° The definitions of primary, secondary and tertiary production used in this 
article are those of Mr. Colin Clark. Primary production includes agricultural 
and pastoral production, fishing, forestry and hunting; secondary production 
covers manufacturing, mining, building construction and public works, gas and 
electricity supply; and “‘ tertiary production is defined by difference as consisting 
of all other economic activities, the principal of which are distribution, transport, 
public administration, domestic service and all other activities producing a 
non-material output.” (The Conditions of Economic Progress, 2nd Edition, 
London, Macmillan, 1951, p. 401.) 

In distinguishing tertiary from other production Mr. A. G. B. Fisher places the 
main emphasis on the structure of consumption: the production of luxuries or 
quasi-superfluities is an essential characteristic of much tertiary production 
(“ Capital and the Growth of Knowledge,’’ Economic JourNAL, Vol. XLIII, 1933, 
pp. 380, 384; “‘ Tertiary Production as a Postwar International Economic Prob- 
lem,” The Review of Economic Statistics, Vol. 28, 1946, pp. 148-9; and ‘“‘ A Note on 
Tertiary Production,” Economic JourNAL, Vol. LXII, 1952, pp. 822-3, 825-8). 
Consequently, the discussion by Messrs. Bauer and Yamey concerning the 
income elasticity of demand for tertiary products appears to relate mainly to 
Mr. Clark’s concept of tertiary production. 

For other criteria on which the distinction between primary, secondary and 
tertiary production might be based see A. Sauvy, ‘‘ Progrés technique et réparti- 
tion professionelle de la population,’ Population (Paris), Vol. 4, 1949, pp. 59-67. 
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economic development has usually been accompanied by large 
increases in the percentage of the labour force employed in 
tertiary activities.1 However, since the use of occupational 
statistics is subject to several imperfections and qualifications? 
we may neglect such statistics and undertake a roundabout 
examination of the validity of the widely held view about 
occupational redistribution. 

The percentage of a country’s labour force employed in ter- 
tiary industry may change as a result of : (a) a change in the share 
of tertiary activity in the volume of national output, and/or (6) a 
relative change in the amount of labour used for a unit of real 
output in tertiary as compared with non-tertiary industry. 


A. Change in the Share of Tertiary Activity in the Volume of 

National Output 

Tertiary activities may be divided into three broad classes: 
(a) those which produce services bought directly by the consumer, 
for instance, various professional, personal and domestic services, 
education, recreation and amusements; (b) those which facilitate 
the movement of goods through time and space and the transfer 
of factors of production, for instance, trade, transport, brokerage, 
finance and handling of real property; and (c) public services, for 
instance, administration, social welfare, public health, control or 
promotion of private business, police and law enforcement, and 
postal service. 

(a) Studies of consumer expenditure strongly suggest that 
economic development tends to be accompanied by an increase 
in the share of the first class of tertiary activities in the volume 
of national output. 

Tertiary products predominate heavily in the last of the 
following classes into which family expenditure may be divided: 
food, rent, furniture and equipment, fuel and light, clothing and 
miscellaneous. Comparison of family budgets at different income 
levels in the same country, whether advanced or underdeveloped, 

1 See, for example, D. Weintraub and H. Magdoff, “‘ The Service Industries in 
Relation to Employment Trends,’ Econometrica, Vol. 8, 1940, pp. 291, 296-7, 
and C. Clark, op. cit., Chapter IX. 

2 See, for example, P. T. Bauer and B. S. Yamey, loc. cit., and A. G. B. Fisher, 
Economic Journal, Vol. LXII, 1952, pp. 823-4. 

3 It will be noted that in the discussion of the relation of occupational dis- 
tribution to economic progress complications due to foreign trade are usually 
neglected. For instance, a country may consume foreign tertiary products and 
pay for them by exporting primary or secondary goods. To that extent the 
domestic consumption pattern does not affect directly the domestic employment 
pattern. 
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shows that the larger the income the greater is the share of 
“miscellaneous ’” expenditure. The growth is particularly 
pronounced in the following ‘“ miscellaneous ” items, in which 
tertiary activity is far more important than non-tertiary : educa- 
tion and research, travel and transport, recreation and amuse- 
ments, trade-union dues and other contributions, and insurance of 
all kinds (except life insurance, old-age pensions, etc.).1_ For each 
income group the marginal propensity to consume these products 
is greater than the average propensity,” while the latter may be 
higher or lower than the nation’s average propensity. An increase 
in national income will raise the nation’s average propensity to 
consume these products if the marginal propensity to consume 
these goods of the groups receiving the increment in national income 
is higher than the average propensity of the nation. 

The marginal propensity to consume these products may be the 
same for all income levels, or higher for larger incomes. In the 
former case the marginal propensity of every income group is 
higher than the average propensity of the nation. Accordingly, 
it is immaterial who receives the increment in national income ; 
the nation’s average propensity to consume these products will 
rise. In the latter case the larger the individual income, or the 
greater the increase in individual income, the higher is the 
marginal propensity to consume these goods. Since economic 
development has usually been accompanied, at least up to a 
certain point, by an increase in income inequality, and since 
economic progress has involved large increases in income, it is 


1 See, for example, International Labour Office, Year Book of Labour Statistics, 
1949-50, Geneva, 1951, pp. 302, 304-9; ‘‘ Recent Family Budget Enquiries,” 
International Labour Review, Vol. 28, 1933, p. 654; “‘ An International Survey of 
Recent Family Living Studies: I,” International Labour Review, Vol. 39, 1939, 
pp. 700, 702-3; U.S. National Resources Committee, Consumer Expenditure in the 
United States ; Estimates for 1935-36, Washington, U.S. Government Printing 
Office, 1939, pp. 23, 77-9; and idem, Family Expenditures in the United States, 
Statistical Tables and Appendixes, Washington, U.S. Government Printing Office, 
1941, pp. 37-8. See also R. G. D. Allen and A. L. Bowley, Family Expenditure, 
a Study of its Variation, London, Staples Press, Ltd., 1935, pp. 32-3; U.S. National 
Resources Committee, The Structure of the American Economy. Part I. Basic 
Characteristics, Washington, U.S. Government Printing Office, 1939, pp. 11-16; 
and C. Clark, op. cit., pp. 382-6. 

* Messrs. Bauer and Yamey suggest that “‘ there is no a priori reason to 
believe that as wealth increases a greater proportion of the luxuries consumed 
must be products of tertiary activities ’’; they point out that there are numerous 
examples of heavy expenditure on the products of secondary activities with 
growing wealth (loc. cit., p. 749). However, the question is not whether tertiary 
products constitute ‘‘ a greater proportion ’’ of the increase in consumption of 
luxuries due to the rise in income, i.e., whether the marginal propensity to con- 
sume tertiary luxuries is greater than that for non-tertiary luxuries, but whether 
the marginal propensity to consume tertiary products is greater than the average. 
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very probable that the groups receiving the increments in income 
have had a marginal propensity to consume these products higher 
than the average propensity of the nation. 

(b) If family budget data showed separately the “ indirect ” 
expenditure on trade, transport, finance, brokerage, property 
handling and other related services, the foregoing argument 
could be applied also to the second class of tertiary activities, 
However, it is obvious that activities which facilitate the move- 
ment of goods through time and space and the transfer of factors 
of production expand pari passu with the development of special- 
isation and exchange, which is characteristic of economic 
advancement,' and, therefore, more than in proportion to primary 
and secondary industry. A greater part of the goods produced is 
carried through longer time and greater space in advanced than 
in underdeveloped economies, and centralisation of production 
increases further the relative importance of distribution and 
advertising; in addition, a larger part of the income is saved and 
has to be invested and a greater part of the available capital and 
real property is transferred in a given period. 

(c) Economic development has usually been accompanied 
by an increase in the relative importance of government activity 
in which services bulk large, for instance, administration, public 
health, social welfare, regulation and promotion of private 
business, police and law enforcement, postal and fire services, 
scientific and other research, public non-profit-making institutions, 
parks and other public amenities.” 

The fact that economic progress has usually been accompanied 
by an increase in the share of tertiary activity in the volume of 
national output is refleeted also in time series of national output 
of advanced countries.® 


B. Relative Change in the Amount of Labour Used for a Unit of Real 
Output in Tertiary as Compared with Non-tertiary Industry 


Technical, economic, institutional, administrative and other 
changes, including the substitution of capital for labour which 


1 See S. H. Frankel, ‘‘ World Economic Solidarity,” The South African 
Journal of Economics, Vol. 10, 1942, pp. 173-5. 

2 See S. Fabricant, T'he Rising Trend of Government Employment, New York, 
National Bureau of Economic Research, Occasional Paper 29, 1949, pp. 25-9. 
Naturally, part of the relative expansion of governmental services may have 
occurred irrespectively of any economic progress and increase in per capils 
incomes, or it may represent only a transfer of functions from the private to the 
public sphere. 

8 See, for example, S. Kuznets, National Income. A Summary of Findings, 
New York, National Bureau of Economic Research, 1946, pp. 43-5. 
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accompanies economic development, tend to raise the produc- 
tivity of labour in various industries. In the past the produc- 
tivity of labour increased much more rapidly in secondary 
industry and in the production of commodities in general, than 
in tertiary industry. 

Assuming for the moment that the proportion of all resources 
employed in tertiary industry rises with economic progress, 
Messrs. Bauer and Yamey suggest that “it would not follow that 
the proportion of occupied labour engaged in tertiary production 
must rise. . . . This proposition would be valid only if... 
substitution were not possible in the whole range of tertiary pro- 
duction. . . . These assumptions are inadmissible. Technical 
possibilities of substitution between productive resources are 
obviously possible in tertiary production; ...’*? Nobody 
would deny these possibilities. Yet the percentage of the labour 
force employed in tertiary activity will rise unless the various 
changes in production, including the substitution of other 
resources for labour, raise the productivity of labour in tertiary 
production more than in non-tertiary production—indeed, so 
much more as is necessary to offset the effects of the increase 
in the share of tertiary industry in the volume of national 
output. 

In discussions about the importance of tertiary industry in 


1 In the United States, in some tertiary industries, for instance, air transport, 
pipelines and water transport, and even the transport industry taken as a whole, 
the product per worker has risen more quickly than in non-tertiary industry 
(H. Barger, The Transportation Industries 1889-1946, New York, National 
Bureau of Economic Research, 1951, pp. 4, 52 ff., 150). Labour productivity in 
communication has also tended to rise noticeably. However, in the United 
States or Great Britain, these activities account for only about 15-20% of the 
labour engaged in tertiary occupations (D. Weintraub and H. Magdoff, loc. cit., 
p. 291, and C. Clark, The Conditions of Economic Progress, 1st Edition, London, 
Macmillan, 1940, p. 187). In the remainder of tertiary production, which 
includes such activities as public administration, the distributive trades, various 
professional and personal services, stevedoring, education and sports, improve- 
ments in productivity have probably been slow (S. Fabricant, op. cit., pp. 23-4; 
idem, Labor Savings in American Industry 1899-1939, New York, National 
Bureau of Economic Research, Occasional Paper 23, 1945, p. 38; D. Weintraub 
and H. Magdoff, loc. cit., pp. 296-7; G. J. Stigler, Employment and Compensation 
in Education, New York, National Bureau of Economic Research, Occasional 
Paper 33, 1950, pp. 9-11; and H. Jerome, Mechanization in Industry, New York, 
National Bureau of Economic Research, 1934, pp. 157, 203-4, 274-80, 337). As 
& consequence, the productivity of labour has risen much more rapidly in non- 
tertiary than in tertiary industry (S. Fabricant, Labor Savings in American 
Industry 1899-1939, pp. iii, 37-8; C. Clark, The Conditions of Economic Progress, 
2nd Edition, pp. 314-19; and United Nations, Statistical Office, National Income 
and its Distribution in Under-developed Countries, New York, Statistical Papers, 
Series E, No. 3, 1951, p. 7). 

* P. T. Bauer and B. 8S. Yamey, loc. cit., pp. 749-50. 
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underdeveloped countries considerable emphasis is usually placed 
on trade and domestic service. While these occupations might 
well account for a large part of those engaged in tertiary activity, 
closer examination might show that they employ relatively 
small percentages of the total labour force. 

Messrs. Bauer and Yamey describe the conditions of trade in 
West Africa, but not those of primary production, and they suggest 
that the general increase in productivity due to economic progress 
‘is likely to reduce the superfluity of very cheap labour formerly 
available for employment in certain types of tertiary activity, 
notably domestic service, petty trade and menial tasks gener- 
ally, ...’* Yet in many underdeveloped countries the dis- 
guised unemployment of unskilled labour (including women and 
children) is found concentrated mainly in agriculture, handi- 
crafts and cottage industries, and only to a much smaller extent 
in the distributive trades. Moreover, comparison with the 
situation in advanced countries reveals some striking similarities 
between trade in underdeveloped and in advanced countries—low 
capital requirements, easy entry, low rewards and a certain amount 
of disguised unemployment ; * while, on the other hand, in primary 
industry (which is relatively more important in underdeveloped 
than in advanced countries) there is an enormously greater 


proportion of disguised unemployment in underdeveloped coun- 
tries. 

The percentage of the labour force employed in domestic 
service depends on such factors as consumption patterns, the 


bd 


extent to which some “ domestic ” services are commercialised, 
the volume of spendable income and, chiefly, the distribution of 
income. The inequality of income distribution is probably the 
main explanation of the relatively high percentage (7-11%) of 
the labour force employed as domestic servants in the period 
before the Second World War in such countries as Great Britain 


1 See, for example, P. T. Bauer and B. 8. Yamey, loc. cit. 

2 Ibid., p. 751. 

8’ Messrs. Bauer and Yamey note that in Africa ‘“‘ women and children are 
also available for trade,”’ partly because “ there is little for women to do in the 
home . . .” (ibid., pp. 744-5). However, in many other underdeveloped coun- 
tries work outside the home is taboo for women of the middle and higher classes, 
and in Bulgaria, for instance, it has been estimated that thirteen and a half hours 
a day are required in order to perform the housework in a rural home, which 
includes making clothes, kneading and baking bread, etc. (League of Nations, 
European Conference on Rural Life, Bulgaria, Geneva, 1940, p. 24). 

4 The reader might be interested in comparing the description of conditions 
of trade in Africa by P. T. Bauer and B. S. Yamey (loc. cit., pp. 744-5) with the 
description for the United States by D. Weintraub and H. Magdoff (loc. cit., 
p. 297). 
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and the Netherlands.1 In many underdeveloped countries, 
in which, as suggested below, the distribution of income is more 
equal, this percentage tends to be smaller. Probably, Egypt and 
India are famed more than many other countries of Asia and the 
Middle East for the large number of domestic servants. Yet in 
Egypt of a total active population of 7,422 thousands in 1937, only 
256 thousands or about 3-4% were domestic servants.? In 
India of 168-8 millions occupied in 1931 only 12-6 millions were in 
“ domestic service,” and of these only 2-7 millions had “‘ domestic 
service ’’ as their ‘‘ principal ’’ occupation and 1-7 as their “ sub- 
sidiary ” occupation. The remaining 8-2 millions, of which 7-9 
millions were females, showed ‘“‘ domestic service” as their 
“dependent ” occupation. To a very large extent they were 
“female dependents who have returned domestic service as their 
occupation,’ female workers who were “ mainly if not entirely 
agricultural” and females of whom “a large proportion also 
helps in the fields.”’ # 


’ 


Il 


While no forecast is attempted regarding occupational changes 
that may accompany economic progress in to-day’s underdeveloped 
countries, some notes may be in order. 

As indicated, family budget data available for some under- 
developed countries suggest that the income elasticity of demand 
for the first class of tertiary products exceeds unity. However, 
our knowledge of the social, religious, institutional, economic and 
other factors on which demand elasticities in the less-developed 
countries depend is incomplete. Concerning the second and third 
classes of tertiary products, it seems safe to anticipate that 
economic progress will be accompanied by a relative increase in 
the demand for such services. 

It has been argued by Messrs. Bauer and Yamey that, even 
though the income elasticity of demand of each individual for 
tertiary products may exceed unity, if the bulk of an increase in 
the national income of underdeveloped countries accrues to the 
low-income groups whose average propensity to consume tertiary 

1 C. Clark, op. cit., pp. 408, 412; see also pp. 355, 380-2, and G. J. Stigler, 
Domestic Servants in the United States, 1900-1940, New York, National Bureau of 
Economic Research, 1946, pp. 4-6, 30-2. 

2 Institut National de la Statistique et des Etudes Economiques, Direction 
de la Conjoncture et des Etudes Economiques, L’Egypte, Paris, Presses Universi- 
taires de France, 1950, p. 45. 


5 Census of India, 1931, Delhi, Manager of Publications, 1933, Vol. I, Part I. 
Report, p. 279, 281-2, and Part II. Imperial Tables, pp. 206, 216. 
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products is lower than the nation’s average propensity, the latter 
may well fall. The authors consider this to be a “ very likely 
contingency’ in countries such as India and China.’ This 
argument calls for closer examination, for the conclusion really 
requires that the marginal propensity to consume tertiary pro- 
ducts of the groups receiving the increment in national income 
be lower than the average propensity of the nation. 

There is no evidence as to whether the marginal propensity 
to consume tertiary products in underdeveloped countries is the 
same for all income levels, or whether it is higher for larger 
incomes and for greater increments in income. As indicated in 
Section I, in the former case the nation’s average propensity to 
consume tertiary products will always rise with an increase in 
income. Even in the latter case there are strong reasons for 
believing that economic progress will be accompanied by a rise 
in the nation’s average propensity to consume tertiary products. 

The distribution of income may first be considered. In many 
predominantly agricultural countries of Asia and the Middle East 
the number of large incomes consisting of industrial, mining, 
commercial and speculative profits is very small; in addition, 
there is a small number of landed aristocracy. Taken together, 
these high-income earners are a very small percentage of all 
income earners, while the great bulk of the population is all very 
close to the bottom of the income ladder. It seems that, compared 
to Western industrial nations, the income distribution in these 
countries is very equal, and the income level of this great bulk 
of the population is very close to the national average.? 


1 P. T. Bauer and B. S. Yamey, loc. cit., p. 751. 

2 In “‘ The Pareto Law and the Distribution of Income ” (Economic Journal, 
Vol. XLV, 1935, pp. 663-81), G. F. Shirras gives incidentally some estimates of 
the inequality of income distribution in India. In the late twenties it is shown 
to be about the same as that in Britain in 1937-38, estimated by F. A. Cockfield in 
‘* The Distribution of Incomes ”’ (Economica, N. 8., Vol. 14, 1947, p. 258). 

Shirras’s estimates are based only on incomes subject to income tax—over 
Rs. 1,000 up to 1918 and 2,000 after 1923. But 314,918 incomes over 2,000 in 
1929-30 is too small a percentage (not more than 0-:35%) of the total income- 
earners on which to fit a Pareto curve, particularly since, as Shirras himself 
found, for India “‘ the points of the income-tax data do not lie even roughly on 4 
straight line, 7.e., the Pareto line” (p. 679). Since such a great part of the in- 
comes were lower than Rs. 2,000 (in 1917-18 only 381,089 incomes were higher 
even than Rs. 1,000) and since they probably accounted for about 92-94%, of the 
total national income, one might well have expected the slope of Pareto’s curve 
(which increases with the equality of distribution) to grow substantially if 4 
larger number of incomes were considered. This supposition is strengthened by 
the fact that on the basis of incomes subject to income tax Shirras found a slope 
of 1-48 for 1929-30, while on the basis only of incomes subject to super tax (higher 
than Rs. 50,000) he found a slope of only 1-15 (p. 676). Pareto’s curve for India 
might be quite convex to the origin. 
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In the countries considered the low-income earners “ live near 
starvation levels.” As their income rises they will start spending 
part of it on such kinds of tertiary product as education, health, 
banking, and various professional and other services practically 
unknown to them at present; indirectly, they will increase con- 
siderably their expenditure on trade, transport, communication, 
finance and other related services. Evenif these new expenditures 
are not very important in absolute terms, they will represent very 
large increases over the original situation—the marginal pro- 
pensity of the low-income groups to consume such products is 
much higher than their average propensity. In view of the 
present distribution of income their average propensity is probably 
close to the nation’s average propensity. Accordingly, it is very 
likely that their marginal propensity will well exceed the nation’s 
average propensity. Moreover, part of the increase in national 
income will accrue to higher-income groups, whose marginal 
propensity to consume tertiary products is higher still.1_ The 
likelihood that the marginal propensity of the various income 
groups will exceed the nation’s average propensity is very strong 
indeed, since economic progress implies large increases in income 
and it has been assumed above that the larger the increment in 
income the higher is the marginal propensity to consume tertiary 
products. 

There is no basic reason why in the underdeveloped countries 
productivity of labour should rise faster or more slowly in non- 
tertiary as compared with tertiary industry. However, the rate 
of increase in productivity in the various industries of these 
countries will depend both on the rate at which improvements 
already known in advanced countries may be adopted and on new 
improvements. While guesses on the latter would be idle, one 
might hazard the view that, since in the past productivity has 
risen much more quickly in non-tertiary industries, more im- 

1 Since many groups whose income is lower than the national average income 
probably have a marginal propensity to consume tertiary products higher than 
the nation’s average propensity, the latter may rise even if the income inequality 
decreases with economic development. However, in the past, economic develop- 
ment has usually been accompanied, at least up to a certain point, by an increase 
in income inequality, and one might expect a similar phenomenon in to-day’s 
underdeveloped countries. New wealthy classes, such as industrialists, large- 
seale merchants, business executives and speculators, are likely to emerge with 
sconomic development. Where the income inequality is as small as has been 
suggested, even government policies favouring redistribution of income may only 
succeed so far as to slow down the increase in income inequality after taxes. 
Moreover, such governments tend to increase considerably the nation’s relative 


expenditure on tertiary products (administration, social work, health services, 
ete.), : 
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provements are likely to be available for adoption in non-tertiary 
than in tertiary industry in newly developing countries. 


III 


Some comments have been made on the suggestion of Messrs, 
Bauer and Yamey that if the bulk of an increase in income 
accrues to the low-income groups whose average propensity to 
consume tertiary products is lower than the nation’s average 
propensity, the latter may fall. According to the same authors, 
‘“‘an important practical conclusion follows . . . if this proposi- 
tion is extended internationally. If a large proportion of an 
increase in world income accrues to countries or to individuals 
who spend a smaller proportion than the world average on products 
of a luxury type it follows that the demand for luxuries would 
suffer a relative decline. This would tend to turn the terms of 
trade in favour of the producers of relative necessities and against 
the producers of relative luxuries. On an international scale the 
luxuries would be mainly the products of industrialised countries. 
There is implicit in this possibility a threat to the standard of 
living of some of these countries. It reinforces the more familiar 
argument based on population increase, especially in the primary 
producing countries. The relative demand for the essentials of 
life can clearly increase either because there are more mouths to 
feed or because an increase in income accrues largely to the 
relatively poor.” * This argument requires closer examination. 

The terms of trade will turn in favour of the producers of 
relative luxuries if the demand for such goods in terms of relative 
necessities expands more (decreases less) than the supply. An 
increase in the national income of poor countries will tend to 
raise the demand for foreign luxuries, while an increase in their 
population will tend to decrease their per capita income and 
average propensity to consume such goods and to lower the 
demand forthem. Onthe assumption that poor nations increase 
their income by expanding their production of relative necessities 


1 It may be noted also that much tertiary production in which substitution of 
capital for labour and other improvements are technically possible, is free from 
foreign competition—at least at the present time; dish-washing, laundry, cleaners’ 
services and internal transport may be instanced. Since business-men do not 
really operate according to the principle of profit maximisation, the pressure to 
reduce costs by effecting such improvements and substituting capital for labour 
(when the relative cost of the latter rises following economic development) is 
probably smaller than it is in large sectors of primary and secondary industry 
open to foreign competition. Textile and shoe machinery come with economic 
progress before dish-washing equipment in restaurants. 

2 P. T. Bauer and B. 8. Yamey, loc. cit., pp. 751-2. 
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the following possibilities may be distinguished. If there is no 
increase in the population of poor countries, or if their national 
income expands faster than their population, the terms of trade 
will tend to turn in favour of, rather than against, the more 
advanced, luxury-producing, countries: the demand for foreign 
luxuries will increase while the supply is the same. Ifthe popula- 
tion increases faster than the national income, the change in the 
terms of trade will depend on the extent of the fall in per capita 
income and average propensity to consume foreign luxuries on 
the one hand, and the extent of the increase in total income on the 
other. If the increase in total income is substantial and the fall 
in per capita income slight, the terms of trade will tend to change 
in favour of the more advanced countries. In the unlikely case 
“where there is a mere increase in numbers ” and no change in 
total income, the terms of trade will tend to turn against the more 
advanced countries. 

The danger for the terms of trade of the more advanced 
countries would seem to lie less in the possibility that an excessive 
increase in the population of underdeveloped countries may 
decrease the demand for relative luxuries, and more in the possi- 
bility that these countries may expand their own supply of 
relative luxuries by more than their demand for them. 

S. G. TRIANTIS 
The University of Toronto. 





GENESIS OF THE MARGINAL UTILITY THEORY 


From ARISTOTLE TO THE END OF THE EIGHTEENTH 
CENTURY 


SEVERAL times the history of the marginal utility theory had 
to be rewritten. The triumvirate Jevons, Menger, Walras knew 
only Gossen as their forerunner. To-day we recognise that the 
analysis of subjective elements in economic valuation starts with 
Aristotle. He begins a trend of thought whose traces abound in 
the writings of the Middle Ages, the Renaissance and the en- 
lightenment. French, Italian and Swiss authors of the enlighten- 
ment have so perfected this analysis, that it might have been 
possible during the time of Adam Smith to base a system of 
political economy entirely on marginal utility calculation. To 
prove this claim a short history of the utility theory from Aristotle 
to Galiani and Bernoulli is presented on the following pages.! 

It is generally accepted that Aristotle was the first who 
created the concept of the value in use. That he had a far- 
reaching knowledge of this field is generally unknown. Only 
Oskar Kraus of Prague, who was a student of Aristotle and of the 


Austrian school of economics, presented a complete picture of the 
Aristotelian thoughts, which show similarities with the Austrian 
theories of much later date.2 Economic goods, as Aristotle 


1 Main publications about the prehistory in chronological sequence : 

Achille Loria, La Teoria del Valore negli economisti Italiani, Bologna, Garagni, 
1882. (Reprint from Archivio Giuridico.) This short paper has an outspoken 
Marxian bias. 

Augusto Graziani, Storia critica della teoria del valore in Italia, Milano, U. 
Hoepli, 1889. The best collection of material concerning the Italian period. 
(Quoted Storia critica.) 

Idem, ‘‘ Le idee economiche degli scrittori Emiliani e Romagnoli sino al 
1848,’ Memorie della Regia Academia di Scienze, Lettere ed Arti in Modena, 
Serie IIm™*, Volume X, pp. 431 et seg. Modena, 1893. (Quoted Le idee econo- 
miche. . .) 

Hannah Robie Sewall, “‘ The Theory of Value before Adam Smith,’’ Publica- 
tions of the American Economic Association, Third Series, Vol. II, No. 3, August 
1901. 

Rudolf Kaulla, Die geschichtliche Entwicklung der modernen Werttheorien. 
Tubingen, Lauppsche Buchhandlung, 1906. 

Otto Weinberger, Die Grenznutzenschule, Halberstadt, Meyer’s Buchdruckerei, 
1926. 

2 See Dr. Oskar Kraus, “‘ Die Aristotelische Werttheorie in ihren Bezie- 
hungen zu den Lehren der modernen Psychologenschule,” Zeitschrift fiir die 
gesamte Staatswissenschaft, Tibingen, Lauppsche Buchhandlung, Volume 61, 
1905, pp. 573 et seg. As late as 1940 Kraus’ investigations were neglected by 

tdmund Whittacker, A History of Economic Ideas, New York, Longmans, Green 
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pointed out, derive their value from individual utility, scarcity 
and costs. If the amount of goods is increasing, the value 
decreases and can even become negative.' Aristotle had at least 
some knowledge of the law of diminishing utility.2 Even 
Menger’s theory of imputation based on loss calculation (Verlust- 
gedanke) can be found in Aristotle, as Oskar Kraus has pointed 
out. Aristotle claimed in the J'’opics—a work not often read by 
economists—that the value of one good can be judged best if we 
lose or add it to a given group of commodities. The greater the 
loss which we suffer from a destruction of this good, the “ more 
desirable ” is this commodity. Also, the more we gain by the 
addition of a thing, the higher is its value. The context makes it 
quite clear that Aristotle applies his argument to economic goods 
(example of the pruning-hook and the saw in the Topics). Menger 
and Béhm-Bawerk used the same reasoning. Whether they 
read the T'’opics could not be found out.® 





& Co., 1940, p. 65. Whittacker apparently read only the Politics and the Nico- 
machean Ethics, but he did not pay any attention to the other works, especially the 
Topics, one of the main sources of Kraus’ information. 

1 “ External goods, like all other instruments, have a necessary limit of size. 
Indeed, all things of utility (including the goods of the body as well as external 
goods) are of this character; and any excessive amount of such things must 
either cause its possessor some injury, or, at any rate bring him no benefit.” 
Aristotle, Politics, VII, I, p. 1323, b. 7 (Sir Ernest Barker’s translation), quoted in 
Kraus, op. cit., p. 582. 

* Kraus, ibid., and Whittacker, op. cit., p. 65. 

* To justify his claim Kraus quotes from Aristotle, Menger and Béhm- 
Bawerk (Kraus, op. cit., pp. 584, 585). A complete English version of these 
quotations is given here. 

“ Moreover, judge by the destruction and losses and generations and ac- 
quisitions and contraries of things : for things whose destruction is more objection- 
able are themselves more desirable. Likewise also with the losses and contraries 
of things; for a thing whose loss or whose contrary is more objectionable is itself 
more desirable. With the generations or acquisitions of things the opposite is 
the case: for things whose acquisition or generation is more desirable are them- 
selves desirable.’’ Aristotle, Liber Topicorum, Book III, ch. 2, § 8, p. 117 a 
(translation W. A. Pickard-Cambridge; from the works of Aristotle, Ross ed., 
Oxford), 

“ Again, a thing is more desirable if, when added to a lesser good, it makes the 
whole a greater good. Likewise, also you should judge by means of subtraction : 
for the thing upon whose subtraction the remainder is a lesser good may be taken to 
be a greater good, whichever it be whose subtraction makes the remainder a lesser 
good.” Aristotle, op. cit., Book III, ch. 3, § 11, 12, p. 118 b. 

“The value of one concrete commodity of higher order [producers’ goods— 
E.K.] is identical with a difference of valuation, in which the higher value is 
determined by the want satisfaction created by a combination of goods of higher 
order including the concrete good in question and the lower value by the want 
satisfaction created by the same combination of goods of higher order without 
this concrete good.”” Carl Menger, Grundsdtze der Volkswirischaftslehre, Second 
edition, Vienna, Hélder—Pichler-Tempsky, 1923, p. 157. 

“Value judgements take place mainly at two occasions: first if we dismiss 

No. 251.—voL. LXxmIt. UU 
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So Aristotle’s economic thinking already contained a number 
of concepts which have since become important elements in the 
marginal utility theory. Yet for the next 1,600 years these 
thoughts were not used. It was not before a.D. 1,200 that growing 
complications of market forms and the discussion of the just price 
forced the medieval doctors to handle, at least partly, the Aris- 
totelian instruments. The philosophers in the thirteenth and 
fourteenth centuries, Thomas Aquinas, Henry of Ghant, Johannes 
Buridanus, two great theologians of the counter-reformation in 
the sixteenth and seventeenth centuries, Louis de Molina and 
Leonardus de Lessius (de Leys) and even the two Protestant 
authorities of natural law during the seventeenth century, Hugo 
de Groot (Grotius) and Samuel von Pufendorf claim often with 
the same words that the value of a commodity is determined by 
utility and scarcity. They all follow their master, Aristotle, and 





a commodity from our fortune, e.g., either by making a present or by bartering 
or by consumption; second if we acquire a commodity to increase our for- 
tune. . . . A commodity which is already in our hands will be appraised accord- 
ing to the loss which we suffer by giving it away. ... A commodity which is 
still in our hands will be valued in the opposite way according to the increase 
of utility which its acquisition brings.’’ Eugen von Béhm-Bawerk, “ Grundziige 
der Theorie des wirtschaftlichen Giiterwerts,” London School of Economics and 
Political Science. Series of Reprints of Scarce Tracts in Economic and Political 
Science, reprinted from “ Jahrbiicher fiir Nationalékonomie und Statistik,” 
Neue Folge, Vol. 13, p. 33, footnote 2. 

Kraus, op. cit., compares this Bbhm-Bawerk quotation with his first quotation 
from the Topics. The resemblance is rather far-reaching. 

1 For this period the following works have been used : 

Hugo de Groot, De Jure Belli ac Pacis libri tres, Reproduction of the edition of 
1646, Carnegie Institute of Washington, 1913, especially liber II, ch. 12, 4 XIV, 
pp. 232, 233. 

Samuel Pufendorf, De Jure Naturae et Gentium, Vol. I, Frankfurt and Leipzig, 
1769, 5th book, ch. I, § 4. 

V. Brants, ‘“‘ L’économie politique et sociale dans les écrits de L. Lessius,” 
Revue @ histoire ecclésiastique, Vol. XIII, No. 1, Louvain, January 1912. 

Dr. Edmund Schreiber, ‘ Die volkswirtschaftlichen Anschauungen der 
Scholastik seit Thomas v. Aquin,” Beitrdge zur Geschichte der Nationalokonomie, 
Vol. I, Jena, Fischer, 1913, pp. 69, 70 et passim. 

George O’Brien, An Essay on Medieval Economic Thinking, London, Long: 
mans, Green & Co., 1920. 

Selma Hagenauer, ‘“‘ Das ‘ justum pretium’ bei Thomas von Aquino. Ein 
Beitrag zur Geschichte der objektiven Werttheorie,”’ Beiheft 24 zur Vierteljahrs- 
schrift fiir Sozial- und Wirtschaftsgeschichte, Stuttgart, Kohlhammer, 193]. 
The author is of the opinion that Aquinas has only an objective theory of value. 
According to my thinking this is a rather one sided opinion. 

W. Seavey Joice, 8.J., The Economics of Louis de Molina (Doctoral thesis, 
typescript), Harvard, November 1948. The thesis contains in the appendix 
a translation of Molina’s value theory. 

All the writers mentioned in the text and in this footnote use often the same 
words for the determination of the value in use: Buridanus: “ Valor rerum 
aestimatur secundum humanam indigentiam. ...” ‘‘ Nihil est bonum nisi 
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they do not present any essential new ideas. They are not 
interested primarily in a more exact explanation of economic 
valuation but in the presentation of a very complicated casuistry 
of the just price, for which their value discussion forms a preface. 
Their value theories are a mixture of costs and subjective values, 
of objective prices and valuations. Utility is more often than not 
the general welfare of a community and not the specific pleasure 
of an individual. The medieval doctors had not improved the 
utility concept, but it was their great merit to keep alive the 
Aristotelian theory and his discussion about value. Their works 
and those of their teacher, Aristotle, were read by the Italian and 
French economists of the seventeenth and eighteenth centuries, 
who presented the first essential progress since Aristotle. 

Between the schoolmen and this new group stands Gian 
Francesco Lottini (fl. 1548), who was discovered by Augusto 
Graziani.! Lottini, an Aristotelian scholar, shady politician 
and gang leader of a Venetian murder ring to boot,” writes at the 
end of his colorful life a vade-mecum for a prince. Lottini’s 
work “ Avvedimenti civili,” inspired by Machiavelli’s “I 
Principe,’”’ contains a number of shrewd political observations 
which are loosely strung together by the social philosophy of his 
great Greek teacher.* Lottini writes as an elderly statesman, 


not as an economist; he touches economic subjects only inci- 





propter causas finales; . . . Sed supplementum videtur mensurari per indi- 
gentiam; majoris enim valoris est supplementum quod majorem supplet 
indigentiam.”” George O’Brien, op. cit., pp. 109, 110. 

Antonius of Florence determines value by three factors, virtuositas, raritas 
and placibilitas. George O’Brien, ibid. 

Thomas Aquinas explains subjective value from the working together of 
“indigentia ’’ and the “ diversitas copiae et inopiae.’”” Edmund Schreiber, 
op. cit., pp. 43, 57. 

Leonardus Lessius. ‘‘ Indigentia humana” and “ necessitas”’ or ‘ inopia ” 
determine economic value. V. Brants, op. cit., p. 85. 

Hugo de Groot: ‘ Indigentia’’ and “copia.’””’ Hugo de Groot, op. cit., 
Grotius does not quote here the schoolmen, but it is very likely that he knew them. 

Samuel Pufendorf, op. cit., explains value in the same way as Hugo de Groot. 

Graziani, Storia critica, pp. 29, 30. 

* About Lottini’s somewhat unsavory character see Cecily Booth, Cosimo I, 
Duke of Florence, Cambridge, England, at the University Press, 1921, pp. 131, 
132,199. Despite his reputation, he was known to the great historian Francesco 
Guicciardini. Exact dates about Lottini’s life could not be acquired. He was 
secretary to Cosimo I, de Medici, Duke of Florence in 1548. 

See also La Bibliofilia, Rivista dell’arte, Firenze, 1909, Vol. 10, 1908-9, p. 368. 
About his style see Bartolomeo Gamba da Bassano, Serie dei Testi di Lingua, 
Venezia, Gondoliere, 1839, Sec. xvi, p. 441, first column. 

* Shorly after Lottini’s death several editions of his work were printed. 

Gian Francesco Lottini da Volterra, Avvedimenti Civili, Al Serenissimo D. 
Francesco Medici Gran Duca di Toscana, In Firenze, Nella stamperia di Barto- 
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dentally. But even so, he mentions economic principles of great 
importance. Lottini’s point of departure is the traditional 
Aristotelian dichotomy between the common good (il ben publico) 
and the goods serving individual needs (bene in particulare),! 
Common welfare and individual well-being, so explains Lottini, 
are not identical, but are related to each other. The common 
good is the foundation of the citizen’s personal welfare; e¢.,, 
if the citizen loses his property he can get it back with the help of 
the state.2 Private needs are satisfied with goods; these goods 
produce pleasure. His explanation of pleasures is typical for the 
transition between medieval and modern thinking. He moralises 
like a schoolman and he analyses like a modern scientist at the 
same time. We feel pleasure by satisfying our needs, which are 
wants of food and ofsex.? Insatisfying our appetites, moderation, 
regulated by reason, is advisable. Reason should make men 
different from beasts. Unfortunately too many people do not 





lomeo Sermatelli, 1574. (In Houghton library, Cambridge, Mass., quoted 
Avvedimenti, edition Florence.) 

PROPOSITIONI OVERO CONSIDERATIONI in materia di cope di stato 
sotto titolo di Auuertimenti, Auuedimenti, Civili & Concetti Politici, di M. Fran- 
cesco Guiccardini, M. Gio [sic E.K.] Francefco Lottini M. France/co San/ouini, 
In Vinegia, Presso Altobello Salicato, 1588, Alla Libraria della Fortezza. (Also 
in Houghton library quoted Avvedimenti, edition Vinegia.) This copy belonged 
once to the English poet and theologian John Donne (1573-1631), whose margina] 
notes in ink stressed the connection between Lottini and Aristotle. The Houghton 
library has also an edition of 1583, of which the edition of 1558 is a reprint. 

Lottini . . . Avvedimenti Civili . . . In Venetia, Fabio & Agostino Zopini, 
1582. (Rare book-room University library of the University of Illinois, Urbana- 
Champaign, quoted Avvedimenti Civili, edition Venice.) 

All editions are identical in text and in paragraphs, but not in spelling and in 
pagination. The pagination is in folio. 

1 Folio 17, v, § 60, edition Venetia. Folio 82, {| 178, edition Florence. 
For full quotation see next footnote. 

2 “Tl vero bene di ciascuna cosa, la quale sia parte d’un altra, non consiste 
in se stessa, ma ha il fondamento, in quell’altra, di cui essa é parte.”’ (If a thing 
is a part of another thing, it has no true value in itself, but its value is established 
by that other thing of which it is a part (my translation)—.e., the individual good 
is a part of the common welfare and has therefore no value in itself.) The personal 
or individual good “‘/ta po/to, e fondato nel ben publico della Citté .. .” (is 
based and founded on the common welfare of the state (my translation). 
anything dangerous happens to the private goods... “‘ possono tutta vis 
sperare di potersi con l’aiuto del publico ageuolmente riauere.” (There is hope 
that one can regain these goods easily with the help of the state (my translation). 
All quotations from edition Florence, Folio 82, { 178. 

3“. . . il mangiare & le cofe di Venere . . .”’ (Folio 128, § 278). 

4“... il piacere in cid non dee pafar la misura, . . .” (Folio 87, { 188 
edition Florence)—pleasure ought to be moderate (my translation). In pleasure 
seeking “‘. . . se non da colore, che non sanno far differenza dell’essere huomo all 
essere bestia . . .” (Folio 43, v, 187, edition Vinegia)—do not pretend that 
there is no difference between man and animal. 
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find a limit for their insatiable appetite.1 Man does not even pay 
enough attention to his future, he overrates his present needs, 
because he follows his senses which reveal his present wants, and 
not his reason with which he may plan for the future.2 Behind 
the moralist Lottini is the shrewd observer of human foibles who 
almost discovers the infinity of wants and who knows about the 
underestimation of future wants.* Like Moliére’s Monsieur 
Jourdan, who did not know that he was speaking prose, Lottini 
apparently was not aware of the fact that he was dealing with 
economic subjects; neither was this seen by his many readers. 
So it is understandable that not he but his younger contemporary 
Davanzatti started the Italian school of economists. 

Davanzatti and his followers, especially Montanari and 
Galiani, formed a school, because they had a common principle 
(the Aristotelian value in use) and a common program (the 
application of this principle to other economic subjects). Davan- 


1“ Jo ho conosciuti molti, che fono /tati infaziabili nel domadare’.. .” 
(Folio 70 r, §] 195, edition Venice)—I have known many whose demand could not 
be satisfied. 

2 “Ben che le co/e future da gl’huomini faui antiuedute habbiano chiari //ime 
ragioni da douer fuccedere nel modo, che s’antiueggono, tutta via, perche le 
prefenti fono din&zi & gl’occhi, efi toccano qua/i c6 mano, ell haiio hauuto no 
poche volte forza di tirarei medesimi huomini /faui 4 pigliar pitito/to la pit 
uicina fodisfazzione, che a/pettare la lotana, . . .”” (Folio 91 r, | 260, edition 
Venice)—Future things, as far as they can be foreseen by wise men, have the 
clearest reason to happen all the time in the way in which they have been foreseen. 
In spite of it the present, which is before our eyes and which can, so to speak, be 
grasped with our hands, has forced, more often than not, even wise men to pay 
more attention to the nearest satisfaction than to hope for the far future. 

The reason, according to Lottini, is that one pays more attention “. . . di cid 
che il senso uede, che di quanto pud far cono/cere per uia di ragione, .. .” 
(Folio 91, v, {| 260, edition Venice)—to those things which one sees with his 
senses than to those which one can learn by reason. 

See also ‘“‘Di maniera, che pochi fon quelli che delle deliberazione lunghe, 
e pericolofe vogliano oftenataméte vederne il fine” (Folio 70 v, § 196, edition 
Venice)—Only a few people follow a long-lasting and risky project stubbornly to 
its end, 

* Graziani’s valuable discovery of the Avvedimenti is somewhat marred by 
misunderstandings. Graziani claims that Lottini made all economic actions 
dependent from needs. ‘‘. . . Che i bisogni sono il primo motore delle azione 
economiche . . .”’ (Graziani, Storia critica, p. 29). This is not quite correct 
because, as an Aristotelian, Lottini believes that pleasure-seeking should be 
restrained by moderation and reason, which, according: to, the author of the 
Avvedimenti, are the final rules of human action. Furthermore, Graziani asserts 
that Lottini has discovered the infinite character of needs. ‘“‘ Egli afferma che la 
soddisfazione d’un bisogno determina tosto il sogerne d’un altro . . .” (Graziani, 
ibid.,—He [Lottini] claims that after one want is satisfied another soon will 
come into existence (my translation). As I had pointed out before, Lottini had 
never characterised the interplay of want and satisfaction exactly in such a way. 
Lottini is rather inclined to consider the infinite character of needs as a moral 
aberration. 
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zatti+ and, following him almost verbatim, Montanari ? explain 
the value of money on a completely subjective basis. Money 
reflects the value of commodities. ‘ . tant’ altre cose vale, 


tant oro vale . . .”* (Davanzatti). The young Abbé Galiani, one 
hundred years after Montanari, finds a new formulation of the 
value theory, and presents a subjective theory of distribution! 
Value is defined as a ratio between utility and scarcity. With the 
decrease of scarcity, utility falls and vice versa. The ratio 
between utility and scarcity does not only explain the value of 


1 Bernardo Davanzatti (1529-1606) was a merchant, an economist, a famous 
translator of Tacitus, an historian of the English reformation, he became, when 
seventeen years of age (1547), a member of the Florentine Academy. He isa 
typical representative of the Counter-reformation, a man of great classical 
erudition and at the same time a stern Catholic. This religious attitude is 
strongly expressed in his Dello Schisma d’Inghilterra (About the English Refor. 
mation). See Enrico Bindi ed., Le opere di Bernardo Davanzatti, Florence, 
Monnier, 2 vols, 1852. Besides Bindi the following works about Davanzatti were 
used ; 

Gino Arias, ‘‘ Les précurseurs de l'économie monétaire en Italie : Davanzatti 
et Montanari,” Revue d’économie politique, 1922, pp. 733 et seg., especially p. 736, 

2 Geminiano Montanari (1633-87), Professor at Bologna and later at Padua, 
See Gino Arias, ‘‘ Les précurseurs,”’ op. cit. The following work of Montanari was 
used: Geminiano Montanari, ‘‘ Della Moneta,’’ Trattato Mercantile, Scrittori 
Classici Italiani de Economia Politica, Parte antica, Vol. III, Milano, Destefanis, 
pp. 43-5, 58 et seg. The work was originally published in 1683 under the title: 
LA ZECCA IN CONSULTA DI STATO (Money in the Affairs of Government). 
It was republished with the original title in Economisti del Cinque e Seicento, 
Augusto Graziani, ed. Bari, Laterza, 1913. 

3% As much as other things are worth, as much value has gold. Davanzatti, 
op. cit., p. 33. Gold is here used figuratively in the sense of money. 

4 Ferdinando Galiani (1728-87), Della Moneta. (First anonymous edition of 
1750 or 1751 was not in my hands.) I used the edition of Fausto Nicolini, Bari, 
Laterza, 1915, and the English translation of Arthur Eli Monroe, Early Economic 
Thought, Cambridge, Harvard Press, 1945, pp. 281 et seg. (quoted Monroe). 
The outstanding economist Galiani was in his younger days, when he wrote his 
treatise on money, a fervent Catholic. Later in Paris he became a Voltairian 
wit and freethinker. He has attracted the attention of many writers. From the 
abundant literature the following papers were used : 

S. G. Tallentyre, The Friends of Voltaire, New York, G. P. Putnam’s Sons, 
1907. See especially ‘‘ Galiani the Wit,” pp. 62 et seg. Fausto Nicolini, editor, 
Il Pensiero del Abate Galiani, Bari, Laterza, 1909, pp. 3 et seq. 

Wilhelm Eduard Biermann, “ Der Abbé Galiani als Nationalékonom, Poli- 
tiker und Philosoph nach seinem Briefwechsel,’’ Volkswirtschaftliche und Wir- 
schaftsgeschichtliche Abhandlungen (Essays in honour to the 60th birthday of 
Wilhelm Stieda), Leipzig, Veit, 1912, pp. 168 et seq. 

Fausto Nicolini, ‘‘ Giambattista Vico e Ferdinando Galiani,’’ Ricerca Storica. 
Giornale Storico Della Letteratura Italiana, Vol. LX XI (10 semestre 1918), pp. 142 
et seq. 

Gino Arias, ‘“ Ferdinando Galiani et les Physiocrates,” Revue des sciences 
politiques, Vol. XLV (1922), pp. 346 et seq. 

Louise Sommer, “ Abbé Galiani und das physiokratische System,” Zeit- 
schrift fir Volkswirtschaft und Sozialpolitik, Neue Folge, Vol. V, p. 341. 

Graziani, Storia critica, pp. 100 et seq. 
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consumer goods but also the value of productive factors, especially 
labor. The value of labor is determined by the peculiar utility 
and scarcity of the special kind of labor in demand. Talents and 
geniuses are much higher paid than the common laborer, because 
Nature produces and matures only a small number of able men. 
Generally speaking, according to Galiani, it is not labor costs 
which determine value, but rather value which determines labor 
costs. 150 years after Galiani, Bohm-Bawerk reached a very 
similar conclusion. Galiani’s theory of interest has a strong 
resemblance to the explanation presented by the Austrian 
economist. Interest, so the young abbé claims, is the difference 
between present and future money. Galiani must have found this 
theory independently, he knew some of his forerunners, especially 
Davanzatti, but he had not read Lottini.+ 

Galiani developed an economic theory based entirely on sub- 
jective estimation. The outlines of his system are still valid to-day. 
Yet one problem is only touched and not satisfactorily explained, 
price.2 The French economist and statesman, Anne Robert 
Turgot, who accepted Galiani’s value theory, filled this empty 
spot in an unfinished paper: “‘ Valeurs et Monnaies.” * Turgot 
uses a simplified model for the explanation of the exchange 
mechanism. Two men are living on an isolated island, one, A, 


1 “ Value, then, is a ratio; and this is compounded of two ratios, expressed 
by the names uTILITy and scarcity.” Galliani, Moneta, op. cit., translation 
Monroe, p. 283. 

“ T believe that the value of human talents is determined in the very same 
way as that of inanimate things, and that it is regulated by the same principles 
of scarcity and utility combined.” Galiani, Moneta, translation Monroe, p. 292. 

“ Be it noted however, that scarcity is not to be reckoned according to the 
proportion in which talents are produced, but according to the numbers that reach 
maturity; hence the greater the difficulty of developing a talent to a high degree 
worthy of it, the greater is the price.” Galiani, Moneta, translation Monroe, ibid. 

“Hence arose exchange and interest, which are brothers. One is the equalizing 
of present money and money distant in space, made by an apparent premium, 
which is sometimes added to the present money, and sometimes to the distant 
money, to make the intrinsic value of both equal, diminished by the less con- 
venience or the greater risk. Interest is the same thing done between present 
money and money that is distant in time, time having the same effect as space ; 
and the basis of the one contract, as of the other, is the equality of the true 
intrinsic value.” Galiani, Moneta, translation Monroe, p. 302. 

* Galiani only says that “ price follows scarcity.” Monroe, p. 297. 

* Anne Robert Jacques Turgot, Baron de L’Aulnes (1727-81), “ Valeurs et 
Monnaies,” @uvres de Turgot, ed. Daire, Vol. I, Paris, Guillaumin, 1844, pp. 72 
et seg. See also Guvres de Turgot, ed. Gustave Schelle, Paris, Alcan, 1919, 
“Valeurs et Monnaies,” Vol. III, pp. 79 et seg. The following quotations are all 
from the Schelle edition. JR. Schelle considers it possible that Turgot wrote the 
paper about 1769. It should be published in Abbé Morellet’s dictionary : Dic- 
tionnaire du Commerce. A prospectus of this dictionary was published in 1769. 
The dictionary itself was never finished. See Schelle, p. 79 footnote (a). 
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has maize, the other, B, owns kindling wood.!_ A freezes to death 
if he has no kindling wood, and B is starving if he has only wood, 
but no food.? A is willing to barter his maize for kindling wood 
and B likes to exchange his wood for maize. Both plan to keepa 
maximum of their own commodity and to get a maximum of 
the other’s good. A wants to give 3 measures of maize for 6 
armfuls of wood and B wants to exchange 6 armfuls of wood 
for 9 measures of maize. Since these personal estimations 
cannot be realised in exchange, A and B have to give more 
of their own product and/or to demand less from the other, 
Eventually a point of agreement is reached, where the individual 
value of the offered good is still lower than the value of the com- 
modity received. If the exchange rate is 4 measures of maize 
to 5 armfuls of kindling wood, A prefers 5 armfuls of kindling 
wood to 4 measures of maize, and B prefers 4 measures of maize to 
5 armfuls of kindling wood.4 If we have two wood-collectors 
instead of one and two maize-owners instead of one the situation 
will be essentially not different from the isolated exchange between 
two persons. If one maize-owner tries to undersell the other, the 
two who stored up wood will turn to him and raise his price. As 
in the case of an isolated exchange, the result will be one rate for 
all barters between the four partners.® According to Turgot, 


both exchange models prove that barter leads to a higher total 
utility for each partner than isolated production of one single 
commodity. Any reader acquainted with our literature knows 


1 Turgot, ed. Schelle, pp. 89 et seg. I have added the letters A and B for the 
sake of simplification and clarification. 

2“. . , mais le bois que l’un pourra consommer dans un mois lui deviendra 
fort inutile si, dans cet intervalle, il meurt de faim faute de mais, et le possesseur 


” 


du mais ne sera pas plus avancé, s’il est exposé & périr faute de bois; ... 
Turgot, ed. Schelle, p. 90. 

3 * o’est Vintérét de garder chacun le plus qu’il peut de sa denrée, ¢ 
d’acquérir le plus qu’il peut de celle d’autrui.”” Turgot, ibid. 

4 * Au moment ou l’échange se fait, celui qui donne, par exemple, quatre 
mesures de mais pour cing brasses de bois, préfére sans doute ces cinq bras aux 
quatres mesures de mais; il leur donne une valeur estimative superieure; mais, 
de son cété, celui qui regoit les quatre mesures de mais les préfére aux cinq brasses 
de bois.”” Turgo, zbid., p. 91. 5 Turgot, ed. Schelle, pp. 97, 98. 

6 **T] est bon d’observer ici que l’introduction de l’échange entre nos deux 
hommes augmente la richesse de l’un et de |’autre, c’est-i-dire leur donne une 
plus grande quantité de jouissances avec les mémes facultés. Je suppose, dans 
l’exemple de nos deax sauvages, que la plage qui produit le mais et celle qui 
produit le bois soient éloignées l’une de l’autre. Un sauvage.seul serait obligé de 
faire deux voyages pour avoir sa provision de mais et celle de bois; il perdrait, pat 
conséquent, beaucoup de temps et de fatigue & naviguer. Si, au contraire, ils 
sont deux, ils emploieront, l’un & couper du bois, l’autre & se procurer du mais, le 
temps et le travail qu’ils auraient mis & faire le second voyage. La somme totale 
du mais et du bois recueilli sera plus forte et, par conséquent, la part de chacun.” 
Turgot, ed. Schelle, p. 93. 
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that Turgot’s explanation is almost identical with the theory of 
isolated exchange presented by Menger and by Wicksell.? 

With Galiani and Turgot subjective valuation becomes the 
keystone for a method of thinking. This theory had to be 
defended against the new classical system, which was based on 
labor costs. The defense of Galiani, his followers, and his friends 
was taken over by Condillac.? According to him, costs are not 
the cause of value, but the value is the cause of costs.* Con- 
dillac’s counter-attack against the classical cost theory is the 
parting shot of an army falling back. Before 1800 Italian and 
French writers were already drawn into the orbit of British 
classical thinking. An attempted synthesis of utility value and 
cost theory was the main object of later Italian writers.4 Yet 
before decadence set in they had thoroughly explored the utility 
concept and its consequences, although they were still not able to 
explain the value of a concrete unity. Galiani can easily show 
why gold is normally more valuable than bread. Yet why one 
slice of bread has the same value as another slice, why one ounce 
of gold has the same value as another ounce cannot be calculated 
with the help of Galiani’s instruments. 

No doubt the Italian economists were often near the correct 
solution, but they did not reach it. They cannot grasp it, 


because they lack the marginal method. 

The first step in the exploration of the marginal value had been 
taken outside the camp of the economists proper. In 1738, 
twelve years before Galiani’s work was published, the mathe- 
matician Daniel Bernoulli, writing mainly about games of chance, 


1 Carl Menger, op. cit., pp. 186 et seg. Knut Wicksell, Lectures on Political 
Economy, translated by E. Classen, London, Routledge, 1946, Vol. I, p. 49. 

2 Etienne Bonnot de Condillac, Abbé de Mureaux (1714-80), “‘ Le commerce 
et le gouvernment,”’ @uvres complétes de Condillac, Vol. IV, Paris, Houel, Year 
VI (1798). Condillac, @uvres philosophiques, Vol. I, Texte établi et représenté 
par George Le Roy. Corpus Général des Philosophes Frangais, Publié sous la 
direction de Raymond Bayer, Paris, Presse Universitaire de France, 1947, 
“Traité des sensations ”’ (1754), pp. 221 et seq. 

* “Une chose n’a pas une valeur, parce qu’elle coiite, comme on le suppose ; 
mais elle coiite parce qu’elle a une valeur.”’ Condillac, Zuvres completes, op. cit., 
pp. 14, 22, 

* Graziani, in his Le idee economiche, mentions the following Italian economists 
of the beginning of the nineteenth century: Francesco Isola, Melchiorre Gioia, 
Adeodati Ressi, Carlo Bosselini and Giovanni Romagnosi, who try to combine, in 
one way or another, utility value with cost theory. 

° Very clearly expressed by A. Carino Canina, who praises the clearness 
and exactness of Montanari’s thinking, yet Canina knows very well that Mon- 
tanari never touches the marginal principle. ‘‘. . . senza pero, che si acceni al 
principio marginalista.”” A.C. Canina, “‘ Valore e rarita nel pensiero di G. Mon- 
tanari,”” Istituto Lombardo di Scienza e Lettere, Milano, Vol. LX XVII, 1943-44, 
p. 166, footnote 1. 
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isolated the theory of marginal value, especially the value of 
money.! In exploring marginal value Bernoulli assumes that a 
fortune will be increased by successive small increments.? Given 
these conditions, it is very likely, so he continues, that the value 
of an additional amount is inversely proportional to the pecuniary 
possessions which a person already owns.* Consider that one 
person, so Bernoulli continues, has a fortune of 100,000 ducats 
and draws from it an income of 5,000 ducats, and another poorer 
person has a fortune of 100,000 half-ducats, and draws from it an 
income of 5,000 half-ducats, then for the wealthier person one 
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The presentation of marginal valuation according to Daniel Bernoulli (Bernoulli's 
figure is somewhat simplified). 





ducat is worth as much as one half-ducat for the poorer person. 
This is indeed a bold conclusion, which can be drawn only if an 
interpersonal measure for the utility reaction of different persons 
can be discovered. Whether such a common standard can be 
found is still an open question. 

Obviously the law of diminishing utility ® is not only basic 
to this interpersonal comparison but also to Bernoulli’s very 
important mathematical analysis, which explains individual 
estimations. In Bernoulli’s chart, the fortune of a person is 


1 Daniel Bernoulli, Versuch einer neuen Theorie der Wertbestimmung von 
Glicksfdllen. Edited by A. Pringsheim under the title ‘‘ Die Grundlage der 
modernen Wertlehre,” Brentano und Leser, Sammlung dilterer und meuerer 
staatswissenschaftlicher Schriften des In- und Auslandes, No. 9, Leipzig, 1896. 
(Original edition and title ‘“‘ Specimen Theoriae Novae de Mensura Sortis ’’ 1738, 
not used.) About Daniel Bernoulli see Allgemeine Deutsche Biographie, Vol. Il, 
Leipzig, 1875, p. 478, Daniel Bernoulli (N. Cantor). 

2 Bernoulli, Versuch, op. cit., p. 27, 5. 

3“ Valde probabile est lucrulum quodvis semper emolumentum afferre 
summae bonorum reciproce proportionale,” Bernoulli, { 5, see ‘‘ Die Grundlage,” 
op. cit., p. 13. 

¢ Bernoulli, { 6, “‘ Die Grundlage,‘”’ op. cit., p. 30. 

5 It is probable, but it cannot be proven, that his residence and studies in 
Italy brought him in contact with economists who taught him the elements of 
economic value. 
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represented on the abscissa starting in A; the value of gains is 
represented by the ordinate. A person starts with the fortune 
AB. To this fortune will be added the amount BC; the utility 
of this additional amount is presented by the segment BG of the 
curve SS. Now an infinitely small amount of money is added, 
CD. The additional value of CD is Hr. Hr is the marginal 
utility of CD.1_ So Daniel Bernoulli combines the law of decreasing 
utility with the higher calculus and discovers the marginal 
utility. Similar ideas can be found in Buffon * and Laplace. 
Neither Buffon nor Laplace, during the end of the eighteenth 
century and the beginning of the nineteenth century, essentially 
improved Bernoulli’s discovery. The most important author in 
this group is undoubtedly Bernoulli. But even he cannot offer a 
complete analysis of marginalism; he finds the marginal value, 
but he does not see that the marginal value is identical with the 
individual values of all the other pieces in a group of equal com- 
modities. Even so, his achievements are important. He, like 
his French and Italian contemporaries, added new parts to the 
slowly emerging structure of a subjective value theory. How 
far all these writers had progressed in solving the riddle of marginal 
utility can be seen from the following table : 


1. Value is dependent on utility and scarcity. (Adopted 
from Aristotelism and Thomism by Davanzatti, Montanari, 
Galiani, etc.) 

2. Essential for economic valuation is the concrete and 
not the abstract utility. (Galiani in opposition to the 
Doctors.) 

3. Concrete utility is determined by the law of diminishing 
utility. (Mentioned earlier by Aristotle but much more 
clearly expressed by Davanzatti, Montanari, Galiani, etc.) 

4. The value of the last piece is the marginal utility. 
(Bernoulli.) 

5. Utility and scarcity decide net only the value of con- 
sumer goods but also the value of the factors of production. 

1 Bernoulli, { 7, ‘‘ Die Grundlage,” op. cit., p. 32. 

* For this reason I cannot agree with Schumpeter’s remark that Thiinen was 
the first who used ‘‘ the calculus as a form of economic reasoning.” Joseph A. 
Schumpeter, ‘“‘ Review of the Troops,” Quarterly Journal of Economics, Vol. 
LXV, May 1951, p. 151. 

° Buffon, ‘‘ Essai d’arithmétique morale,” Quvres complétes, 12th vol., 
Paris, s.d., pp. 155 et seg., especially pp. 168-9. Buffon discussed the problem 
apparently about the same time that Daniel Bernoulli wrote his essay, ibid., p. 
170, and footnote p. 171. 


* Pierre Simon, le Marquis de Laplace, Essai philosophique sur les probabilités, 
Paris, 1825. 
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The consumer’s choice is the final factor of economic action. 
(Galiani, Condillac.) 

6. Prices are the outcome of individual comparison 
between goods. (Turgot.) 


So the Italo-French school has gone a long way from the teaching 
of the Doctors, and even Aristotle is surpassed at least in some 
respects. Yet it was the tragedy of these writers that they wrote 
in vain, they were soon forgotten. No scholar appeared to make 
out of these thoughts the new science of political economy, 
Instead, the father of our economic science wrote that water has 
a great utility and a small value. With these few words Adam 
Smith had made waste and rubbish out of the thinking of 2,000 
years. The chance to start in 1776 instead of 1870 with a more 
correct knowledge of value principles had been missed. 


Emit KAupDER 


Illinois Wesleyan University, 
Bloomington, Illinois, U.S.A. 
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REVIEWS 


The Theory of Economic Policy in English Classical Political 
Economy. By LioneL Rossrns. (London: Macmillan, 
1952. Pp. vii + 217. 15s.) 

Ir can hardly be an ill wind that brings us a book from Pro- 
fessor Robbins. Yet his reason for writing it is depressing 
enough. He is distressed at the neglect by economists of the 
history of economic thought. ‘‘ In most centres of study, this 
kind of knowledge has come to be regarded as a very unimportant 
embellishment, as inessential to the economist as a knowledge of 
the history of chemistry is said to be inessential to the chemist.” 
What he particularly deprecates is misrepresentation of the 
classic economists, especially as to their views on social policy. 

“Popular writing in this connection is far below the zero 
of knowledge or common decency. On this plane, not only 
is any real knowledge of the Classical writers non-existent 
but, further, their places are taken by a set of mythological 
figures, passing by the same names, but not infrequently 
invested with attitudes almost the exact reverse of those 
which the originals adopted.” 


This contrast Professor Robbins then proceeds to drive home by a 
felicitous review of their actual attitudes to economic reform— 
using copious and charming quotations. The method of the 
argument is analytic, not historical, as the chapter headings 
show. They trace the classics relative to the system of economic 
freedom, the economic functions of the state, the conditions of the 
people, and the attitude to socialism. Adam Smith, Hume, 
Bentham, Ricardo, Malthus, James Mill, McCulloch and Senior 
make up the majestic choir of witnesses. 

That specialisation has increased, is increasing, and ought 
to be diminished, few would deny. Its excesses may be the 
gravest menace of our times. And there is little doubt that this 
trend has injured the historical study of economic thought. 
But if remedy is to be sought, we need to know rather more 
exactly whom Professor Robbins is attacking. If it is the 
universities, then over-specialisation is the main evil there. As 
one of “an earlier generation,” I have not felt the inadequacy 
here so brutally as is suggested. But this may be due to limited 
experience. Certainly, the remedy is clear. For reasons well 
understood by all scholars, history is a vital corrective to analysis, 














652 THE ECONOMIC JOURNAL (SEPT, 


and the only safeguard is that university curricula should be 
properly infused by history of economic thought. It should 
certainly be a vital chapter in all first-year courses—it is an 
obvious introduction. Beyond this, it should at least be a special 
subject, though the real solution is probably rather that all 
teaching should be constantly tempered by the astringent lessons 
of the past. The arrogance of the intellect especially needs such 
correction, sadly so to-day in this age of science-idolatry. What 
better correction than feeling on our cheeks the breath of the 
great men who gave our science its unique form? A generation 
which has seen the influence that could spread from Lord Keynes's 
personal impact should realise the dominance of persons over our 
thought. Weare too blind to our own fashions, accepted by the 
unsophisticated as Holy Writ, especially so to-day if it is stated 
as a formula of symbols. Professor Robbins’s protest is broadly 
a true bill. For, reading the old masters, we cannot miss their 
more blatant absurdities. Our own are certainly as crude, but 
we cannot see them. Only history may generate a proper 
scepticism. 

Universities, however, are not specifically mentioned; and 
the only academic individually dealt with is Lord Lindsay of 
Birker. This parsimony, inevitable for space reasons under the 
analytic method, has its own special difficulties, for some slight 
appeal to historical fact and sequence must be made. But, even 
in the most patient history, mere mortals cannot escape bias. 
We are constitutionally, by creation and structure, each and all 
biased. If so, the issue for science is to trace and assess our 
emotive masters and their influence. So it is with some anxiety 
that an old pupil of Lindsay comments on the quotations here from 
his Karl Marz’s Capital. In these quotations, if taken by them- 
selves, Lindsay is undoubtedly unfair. They are unscholarly, 
as being unspecific, and unbacked by reference. Indeed, Lind- 
say’s practice of referring constantly to ‘‘ the early economists ” 
or the “ individualists ” is just one of those ways in which bias 
influences us, which we should scientifically study. The cynic 
will be amused by the consistency with which he here breaks the 
critical principle he himself suggested. “ 


‘ 


“The economic writers 
of the early nineteenth century . . . had not made this distine- 
tion” (between “ scientific determination of facts ’’ and ‘‘ justifica- 
tion or condemnation of these facts”). ‘‘ They were reformers 
and scientists at the same time ” (p. 57). Yet it is an unfortunate 
implication of the analytic method that it has to isolate detached 
quotations. For it is difficult to avoid the impression of an attack 
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on the person. It may then be noted that the general tone of 
this little book (published in 1925) is much more judicial than 
these emotive quotations, and that the original lectures were 
written for an Independent Labour Party audience (no excuse, 
but who can throw stones at this glass-house?) Lindsay’s 
sympathies were well known, and he was not a specialised econo- 
mist. These remarks do not excuse the passages quoted. The 
query is rather as to the true aim of science. The correction 
of distorted passages (or persons) would be endless. The import- 
ant issue is just how and why scientists themselves are biased, and 
the tracing of specific effects. Karl Marz’s Capital certainly 
makes here a profitable guinea-pig. But who would not ? 

Probably, however, Professor Robbins’s target is not so much 
the Universities’ products as that loose drift of opinion and 
polemic which is included in the trend of thought or the spirit 
of the age. It finds chaotic expression in leading articles, in 
essays in journals mostly addressed to specific issues, and especi- 
ally in institutional and political speechifying at all levels. Here, 
people are in a hurry, and usually have an axe to grind. The 
most effective mode of argument is to “ condition ”’ one’s audience, 
and ease one’s proposition by raising a sympathetic emotional 
breeze. Here, attack on some accepted whipping-post remains 
(in spite of the Nazis) the easy, obvious and effective gambit. 
(This is, of course, not a high level of culture, as Professor Robbins 
suggests (p. 5), but our day-to-day public thinking has never 
generally speaking achieved anything much better.) Now, the 
time-honoured whipping-post in matters of economic policy has 
long been certain laissez faire economists. Their only possible 
classical source can be found in Mill’s economic man, though 
this hypothesis amounts to no more than saying that if we propose 
to think consistently about economic conduct it will be only 
sensible to assume that so far as they act economically men act 
rationally and consistently. (Perhaps it is a pity Mill did not 
put it that way.) 

If this is a correct description, can academic economists really 
do anything about it directly? Must they not simply keep 
steadily to their own task, trusting to the long view and the 
slow drip of the truth? ‘‘ That insidious and crafty animal, 
vulgarly called a statesman or politician,” in fact all who plead a 
special case, we must always have with us. Indeed, in practice 
we all are politicians. 

This does, however, raise an issue as to the true value of 
knowing how economic thought has developed. Should we know 
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its history to help us by analogies with our economic problems 
of policy to-day? Or should this subject be regarded simply as 
one essential chapter in the history of ideas—as truth for its 
own sake? Are we dealing with applied economic analysis or 
with economic history? Professor Robbins’s approach is mainly 
analytic, as is proper for issues of policy. But it is obvious 
enough that we ought to pursue both aims, and indeed the dangers 
of the more analytic approach can be illustrated from Professor 
Robbins’s own treatment, though only his own ill-nurtured 
neophyte is in much danger of falling into these traps. 

Consider his treatment of the eighteenth- and nineteenth- 
century economists (excluding Senior) as all “ utilitarians,” 
In the analytic sense this is justified : for to all of them the final 
criterion was the usefulness of the consequences. And Hume 
(writing his Treatise at twenty-six) is the enfant terrible of the 
experimental method in the social sciences. Yet historically 
there are utilitarians and utilitarians. The word’s elasticity has 
been abused. Mr. Plamenatz in The English Utilitarians (pace the 
Scots) has written, “The classical economists, especially the 
three most famous of them, Adam Smith, Malthus and Ricardo, 
were utilitarians. They believed that the proper end of govern- 
ment is the greatest happiness of the governed” (p. 111). On 
this definition, it is difficult to see how an economist can be any- 
thing but a utilitarian. For by definition he deals with means, 
not with absolutes. And any broad definition of the “end of 
government ”’ must at least include the general happiness. Such 
an omnium gatherum can lose all sense of discrimination and 
scientific usefulness. The fact is that Hume and Smith were of 
the earlier eighteenth century, Bentham, James and John Stuart 
Mill of the Age of Reform. The earlier age saw a stable society; 
and Hume and Smith had the subtle, slightly cynical, patient minds 
typical of a stable, cultured, rather aristocratic society. ‘They 
were incapable of the psychological and ethical crudities of the 
unphilosophic Bentham and the pedantic James Mill; crudities 
congenial to a rough if vigorous chapter in our social history. 
Through Bentham and John Stuart Mill emerged the philosophy 
of the newly powerful bourgeoisie, practical, at times rather 
vulgar, with rough edges, but admirably fitted to create the 
structure for a broader sharing of social sympathies, rights, 
responsibilities and utilities. Thus, while we may marvel at the 
inadequacies of the basic Benthamite logic and psychology, we 
should recognise in them the foundations of our own ‘ Welfare 
State.” Hume and Smith could not have perpetrated Bentham’s 
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logical howlers. They were careful, cool, patient, very wily 
thinkers. You can never pin Hume down to a denial of the 
original nature of benevolence, or to an exclusive definition of 
“ pleasure ” as the end. So also with Smith’s treatment of 
sympathy; and with his “impartial spectator” he combined 
with Hume to prepare the way for Kant. Here they inspired a 
rarer and richer stream of social thinking for all the future than 
the Benthamites ever could claim. And, further, Hume and 
Smith could laugh at themselves, such laughter as cleanses all 
priggishness. Notso James Mill; he was never amused at his own 
theories, though surprisingly his son tells us he was “a hearty 
laugher.” 1 Yet the older masters have their relative limitations. 
Professor Kemp Smith has written of “the defects of Hume’s 
qualities, characteristic of his time as well as of himself—his 
limitations of interest and of insight, his inability to have even the 
beginnings of any genuine understanding of the twice-born type, 
such as St Paul or Calvin.” 2 This would apply to Smith also. 
And indeed Bentham and James Mill were no mystics. But they 
had practical interests and working sympathies which were not 
relevant in the earlier society. 

The difference comes out specially in their different views of 
society. Here we have a movement like the Hegelian dialectic. 
To Hume and Smith a society was the natural unit, the matrix in 
which these two most clubbable bachelors naturally lived and 
thought. In re-reading Hume I have been especially struck by his 
consistency, when writing of utility, in always stressing usefulness 
for society—‘*‘ human ”’ or “ civil society ’—never the individual, 
as the unit which utility serves. It is strange that this con- 
trast with the equally consistent Benthamite concentration 
on utility for the individual has not been more stressed. The 
latter is an astonishing simplicity to us who have benefited by the 
factual developments in social biology. The explanation may be 
partly accidental and biographical; and if so we see again how 
theories can be understood only in their settings. Bentham 
happened to be interested primarily in legal reform, especially 
criminal law, and the criminal at least has to be individually 
treated. (There was also, of course, the long tradition of egoistic 
hedonism in English thought. This Bentham preferred to adopt 
—and out-flank.)? That Bentham found James Mill at hand to 


1 Autobiography, p. 86 (World’s Classics). The letters from James Mill to 
Ricardo add some support to this. On the personal level Mill is there often 
facetious. . 

* Hume, Dialogue concerning Natural Religion (Oxford), p. 3. 

* Cf. Ross, Foundations of Ethics, p. 274. 
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tidy up his ‘“‘ system ”’ is also no doubt an accident: an accident 
that had deep influence on the growth of our economic theory, 
For the elder Mill had a mind like a sieve of very wide mesh and 
harsh wiring. Through its large vacuities fell most of the richness 
and also the real difficulties of our actual lives—difficulties to 
which Hume and Smith were acutely sensitive. What was left— 
all that mattered in Mill’s view—was simple enough to be explained 
by that astonishing formula, sensations plus association of ideas 
(copies of sensations) plus habit.1_ This was the accepted solvent 
of the Benthamite school; and its strong sway has dominated the 
assumptions of economic theory almost to our own day. Its 
clear simplicity was an admirable platform for practical reform on 
individualistic lines, and that was just what the nineteenth 
century wanted. 

The analyst might then ask, does it much matter? The 
Benthamites did what was necessary, even with their false view 
of society; it might even be argued they did it better that way. 
The policy maker is, however, the better of being chastened by the 
salt lessons of history—how else teach our politicians humility, 
proportion, caution, qualities in which the Benthamites did not 
excel? And further, quite apart from the question of the truth, 
the policy maker will create fatally false analogies if he transfers 
the assumptions and conclusions of a past age to the present. 
Even as between the eighteenth and nineteenth centuries, we 
should note how Hume and Smith were concerned rather to avoid 
interference with the natural order of society; whereas the Ben- 
thamite approach is to deal with individual abuses by positive 
legislation. For their individualism, no natural harmony could 
plausibly exist. They had to create it, and felt they could, 
hence their much greater exuberance in detailed reforms. To 
Hume and Smith the “ natural” remained a word of final praise. 

We to-day have, however, different problems. We are 
specially perplexed by the proper definition of responsibilities, 
economic and political. Here what we have to deal with is all 
kinds of groups with their fusions and diffusions. For these 
issues an individualistic psychology and economics are largely 
irrelevant. They help to supply a start and a method. But our 
main problems can be solved by no such analogies, simply because 
they have been created by the growth of novel institutions, 
knowledge and strains. But especially, the view latent in Hume 
and Smith that we have group and social roots and loyalties 


1 Worked out, with all his exact and sterile logic, in his Analysis of the Human 
Mind. 
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creates the foundation for a conviction of responsibility, and 
room (in Hume rather limited) for a theory of personal political 
obligation. These are essential for any real social and political 
theory; as to which we find a constant awareness in Hume and 
Smith. The Benthamite theory had no place for them. It 
assumed as a matter of common sense that it was rational to seek 
the pleasure of others, and this was enough in practice. But, if 
all the so-called utilitarians had worked out the theory as James 
Mill (who so gravely influenced Ricardo) stated it, utilitarianism 
could have produced only a Hobbesian sovereign, or worse.1_ No 
sense of obligation, political or otherwise, can breathe that air. 

History, then, deprecates this tendency to cover these different 
worlds with the Utilitarian label. Professor Robbins does some 
justice to this : 


“ Certainly it is in the Humean rather than the Bentham- 
ite sense that we may claim to label the entire Classical 
School as utilitarianin outlook. The only possible exception 
is Adam Smith, who had a moral philosophy of his own 
which in some respects appears to be in contrast with the 
utilitarian outlook. But here, as so often, Smith’s apparent 
principles are belied by his practice ”’ (p. 178). 


His practice, one must presume, is the Wealth of Nations. 
But there Smith is being a political economist, and his job is to 
deal only with consequences. It should not be forgotten that all 
the writers of his day, many of them close friends, progressed 
over the same grand tour of speculation. They started with 
Natural Theology went on to Moral Philosophy, with Logic, then 
to political economy (if it was separated) and to Jurisprudence. 
This is as true of Francis Hutcheson, Adam Ferguson and Dugald 
Stewart as it is of Smith and Hume—it was indeed the accepted 
practice of an unspecialised era. And though Smith found his 
amplest air in the Wealth of Nations, this is just one of those 
unpredictable leaps of the human spirit. It is perfectly easy to 
reconcile his thought there with the rest of his writings: indeed, 
he would have regarded his economics as only one chapter, if 
the brightest, in his whole speculation. This was true of all of 
them. 

The issue appears again in Professor Robbins’s treatment of 
the felicific calculus. He quotes Bentham’s interesting fragment 
on the “ Dimension of Happiness.” ‘“’Tis in vain to talk of 

1 James Mill was more conscious of class frictions than any of the Classic 


writers; but his ideal was as large a middle class as possible, relatively —Elements 
of Political Economy, pp. 48 et seq. 
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adding quantities which after the addition will continue distinct 
as they were before, one man’s happiness will never be another 
man’s happiness”’ (p. 180). It is of course easy, and rather 
fruitless, to collect head-on collisions in Bentham’s logic; but he 
placed the felicific calculus (which he sensibly thought should be 
estimated through money prices) ! in the centre of his theory (Prin- 
cipals of Morals and Legislation, Ch.IV). In James Mill the touch- 
stone of quantity of pleasure takes strategic and consistent control. 
All is reduced to pleasant consequences which can be quantified. 
And John Stuart Mill’s breakdown (Autobiography, Ch. V) was 
essentially over this issue, though the seat of the disease may 
have been his father. For the “ object other than their own 
happiness . . . followed not as a means but as itself an ideal 
end,” ? such an object cannot be treated philosophically as a 
quantity; and this disrupts the Benthamite logic. So I find 
myself in some difficulty when Professor Robbins remarks “ the 
term (felicific calculus) naturally suggests a most pretentious 
apparatus of measurement and computation. But in fact this is 
all shop window ” (p. 181). If by shop window is meant only the 
pretentiousness, all would agree; as also with the remark “ it 
is to be noted that David Hume, whose procedure was essentially 
similar, never indulged in such flourishes.’””’ David was pas si 
béte. But the fact remains that the reduction of all human 
values to pleasure quantities is central and exclusively so, in all the 
classic texts of the Benthamite writers; whereas it is far from 
exclusive in Hume, and is not even centralin Smith. No achieve- 
ments in practical reform can alter the feeble inadequacy of 
Benthamite theory. Utilitarian theory in its broad relevance does 
not, of course, stand or fall by quantification of pleasure. But 
the Benthamite interpretation of it certainly does. 

A word on two smaller issues. As to Ricardo, our author, 
with his clean-cutting knife, disposes shortly of the wages—profits 
see-saw issue. ‘‘ Conceived as a statement regarding proportionate 
shares, this proposition (that wages cannot increase save at the 
expense of profits and vice versa) is a truism” (p. 84). Many 
economists, remembering their weary hours over this tangle, will 
rub their eyes. Is it really so simple as that? As a matter of 
abstract statics, perhaps so. But was Ricardo interested in 
this abstract museum piece? His usual line is like this opening 
sentence to Chapter XXI on ‘“ Effects of Accumulation on 
Profits and Interests”: ‘‘ From the account which has been 


1 Jeremy Bentham’s Economic Writings (ed. W. Stark), Vol. 1, p. 117. 
2 Mill, Autobiography, p. 120 (World’s Classics). 
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given of the profits of stock, it will appear that no accumulation 
of capital will permanently lower profits unless there is some 
permanent cause for the rise of wages’; and again “it may be 
added that the only adequate and permanent cause for the rise of 
wages is the increasing difficulty of providing food and necessaries 
for the increasing number of workmen” (p. 197, Everyman). 
But here one sees the lurking shades of diminishing returns and 
the pressure of population. Can one ever detach Ricardo’s 
treatment of profits and wages from these grim destinies? This 
would be Eden without the serpent. But with them the see-saw 
at once loses its arithmetic simplicity. For diminishing returns 
and rates of population growth involve the contemporary view 
of the Wages Fund (which derived from food supply) 1; and also 
therefore that equally tortuous maze, productive and unpro- 
ductive labour. If this is granted, however, Professor Robbins 
certainly gives us the proper analytic formula with which to 
approach what is an extremely tangled historical skein. 

Lastly and leastly, when Professor Robbins says ‘“‘ He [Adam 
Smith] had little use for the ancient universities, where he thought 
the fact that the teachers were not paid by results had long ago 
led to their having ‘ given up altogether even the pretence of 
teaching,’ ’’ he could have been more explicit. Smith is here 
referring specifically to “‘ the University of Oxford ” (Vol. II, p. 
247). He would not have said this of the Scots universities 
(which some young students may regard as “ ancient ’’), for there 
the professors collected fees from their students. And Smith 
described his years in Glasgow as “ by far the most useful and 
therefore by far the happiest and most honourable period of my 
life.” Oxford he knew as Snell Exhibitioner at Balliol; and his 
remarks are mild compared with those of Gibbon. (Oxford is of 
course well aware that it was not at its best in those days.) 

What has been written has been intended to suggest other 
slants and points of view in this immense field. Professor 
Robbins has worked marvels in two hundred pages. But he 
could hardly follow more than one analytic method. In that 
vein he has at once done us a unique service and offered models 
of charm to the uninitiated. The graceful art of pointed quota- 
tion here finds a master. On Adam Smith (p. 18) we find him 
warming up. In the passages from Robert Owen’s committee 
and from Senior he will find single masterpieces which his so far 
benighted memory will retain. And in the chapter on the 


1 Cf. James Mill, Elements of Political Economy (1821), p. 6. The sequence 
and logic are at least clear here, especially at pp. 56 et seq., also p. 185. 
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socialism of John Stuart Mill we are given an example of reasoned 
interpretation at its best. The theme is fascinating. A re- 
reading of the Autobiography and Professor Hayek’s Corres- 
pondence together with the relevant texts in Mill’s treatment of 
socialism may well suggest different interpretations to different 
temperaments. The one that appeals to your reviewer is perhaps 
too cool for our ardent but uninstructed undergraduate. But— 
may not this dear great man have been simply infatuated when 
he wrote the third edition (1852) in which Professor Robbins so 
rightly sees some heightening of socialist fervour as compared with 
even the first edition (1848), and again with the chapters on 
Socialism written some years after his wife’s death and published 
posthumously. (Mill was married in 1851, so that infatuation 
would be at its height when he was preparing the third edition.) 
Mill uses the language of infatuation in the Autobiography about 
his wife’s control of his writing. He lacked the humour that 
would have protected his intellect from the exaggerations of 
passion. He noted himself how apt he was to generosity as to the 
opinions of others (and to underestimate his own gifts, as Professor 
Robbins so vividly illustrates). Was not love here characteris- 
tically blind? One soon notes the restoration of his judicious 
poise in the chapters on Socialism, written in 1869. How differ- 
ent from the almost evangelical note in passages introduced on 
Socialism into the third edition! However it may have been, 
few fresher examples could have been given of the impact of 
private lives on the course of thought. 

Here then is richness for the young student. He may well 
be as charmed by it as was John Stuart Mill by Harriet Taylor, 
though we hope his sense of humour will survive. Older readers 
will be grateful for the quiet stimulus to exercise the calmer 
judgment, to which Mill also at last attained, on beautifully pre- 


sented issues. 
A. L. MACFIE 


The University, 
Glasgow. 


The Economic Blockade. Vol. I, 1939-41. By W.N.MEDLIcoTT. 
History of the Second World War, United Kingdom Civil 
Series, edited by W. K. Hancock. (London: H.M.S.O. and 
Longmans, 1952. Pp. xiv -++ 732. 35s.) 

Tuts is, within its chosen limits, a very competent record. It 
is smoothly written, with an air of detachment, but with good 
selection and sensible judgment. It covers the period from 
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September 1939, when the Germans made war on the Poles and 
their Allies, till June 1941, when the Germans made war on the 
Russians as well. It is limited to that part of the work of the 
British Ministry of Economic Warfare which dealt with the 
economic blockade of the enemy. 

I was too much mixed up in all this, and in too tense a time, to 
be able to review this book quite impersonally. I was Minister 
of Economic Warfare from May 1940, when the Churchill Coalition 
Government was formed, until February 1942, when I became 
President of the Board of Trade. This book, therefore, covers 
more than half the term of my stewardship. And, indeed, I was 
in touch with the Ministry before I became Minister. At the 
outbreak of war Neville Chamberlain invited the Labour Party to 
join a Coalition under his Premiership. We refused, but promised 
full support from outside the Government to the war effort. It 
was arranged that some of us should keep in touch with particular 
Departments, so that we might be collectively wellinformed. Under 
this plan I took on the Air Ministry and the Ministry of Economic 
Warfare. At the latter I saw, from time to time, not only the 
Minister, Mr. (now Sir) Ronald Cross, but several of his liveliest 
officials. These included Major (now Sir) Desmond Morton, who 
had had most to do with the pre-war planning of the Ministry, 
“inspired by the offensive spirit and a sense of innovation,”’ as 
Professor Medlicott truly says; also a very able young economist 
of New College, Oxford, and University College, London, named 
Hugh Gaitskell. 

I soon became greatly dissatisfied with the war effort of this 
Ministry and of other departments associated with its work, includ- 
ing the Foreign Office and the Admiralty. There was, I judged, too 
much timidity and hesitation in applying the blockade, and in 
various other related activities which came later within my Minis- 
terial responsibility. I made a number of speeches to this effect, 
both in Parliament and outside. I declared that the blockade was 
“leaking like a sieve.” I urged, in particular, stricter control of 
imports into Italy, much of which obviously went through to 
Germany. And I urged, even more vehemently, that we should 
mine Norwegian territorial waters, through which, from Narvik, 
ships slunk along, dodging our blockade, carrying cargoes of 
Swedish iron ore to the Germans to be made into weapons to kill 
our friends and allies. I wanted these ships sunk by our mines or 
driven out to sea, so that our naval patrols could pick them up. 

When Mr. Churchill formed his government, “ of all the toughs 
and all the talents ’’ as someone called it, he said to me on the tele- 





662 THE ECONOMIC JOURNAL [SEPT, 


phone, “‘ You’ve been a keen critic of our Economic Warfare policy, 
I should like you to take it over.” Not till later did I learn that 
what I had been saying publicly about the Swedish iron-ore ships, 
he had been saying, repeatedly but without avail, within the 
Chamberlain Cabinet. 

After long delay, the mines were laid only on April 8, the eve 
of the German invasion of Norway, too late to do any good. 

I took over the Ministry in the days of Dunkirk and the Fall of 
France. ‘ Live each day as though thy last ” was then the rule 
of life of us all. All Ministers slept each night in, or, if there was a 
suitable shelter, beneath their offices. 

I told my officials that, as they would know from my public 
speeches, I considered that, so far, the economic war had been 
half-hearted and ineffectual. No doubt through no fault of theirs, 
There had been “‘ too much law and not enough war.” But now 
we were going all out. Any of us might be killed any day. 
** Nothing is unthinkable,” I told them, “ except defeat.”’ I am 
still amazed by the failure of the German Air Force to have a real 
go at Whitehall and Westminster at that most favourable moment 
in their war. We were all expecting it. And an attempt at 
invasion, perhaps by paratroops, as well. 

In June 1940, “‘ The German victories,” says Professor Medli- 
cott, ‘‘ produced no mood of defeatism in the Ministry of Economic 
Warfare; the mood was far rather one of fresh confidence and 
release, with the opportunity of total economic war opened up by 
the new reality of total danger ” (p. 411). In Europe both our 
allies and the neutrals were vanishing; the field was clearing. 
Soon, as the Cockney said, we should be in the final, and playing 
on our own ground. 

In crisis we streamlined government. I went straight to the 
Prime Minister when I met trouble. In my first days I reported a 
Civil Servant in another department direct to the Prime Minister 
for “ obstructing the war effort.””’ He had resisted some demand 
of mine—I forget now what. I sent his Ministerial chief a copy of 
the Minute I had already sent to the Prime Minister. All most 
irregular! But the obstruction ceased. Professor Medlicott says 
that, as regards the blockade, I pursued a “ hard-boiled policy,” 
and showed “ great singleness of purpose.” This is quite true. I 
judged that my task was to strangle Hitler, and all his accomplices, 
using all the economic devices available to me, and claiming all 
support from all my Ministerial colleagues. If there were objec- 


1 See Winston Churchill, The Second World War, Vol. I, The Gathering Storm, 
Chapters 9, 10 and 11. 
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tions, or difficulties, it was not for me to raise, or even to admit, 
them. Others would do that. 

There were, of course, many keen conflicts in Cabinet, in corre- 
spondence or conference between Ministers, and between officials 
representing Ministers, and often brisk internal discussions before 
departmental policy, to be fought for against other depart- 
ments, was decided. Professor Medlicott lets a number of 
these cats, with claws still sharp and militant, out of the secret 
bags. 

For an ex-Minister, who played some part in all this, it is a 
strange feeling that some unknown historian has rifled all the 
records, read all and quoted some in this official history, of the 
Minister’s Minutes, of his correspondence with his colleagues, of 
the papers he put up to the Cabinet, of the summary of the 
Cabinet discussions and conclusions, of the apprehensive telegrams 
from our diplomats abroad, even of the differences of view within 
the Ministry of Economic Warfare itself. To publish all this less 
than twelve years afterwards will certainly shock those who think 
that such secrets should be hushed up for ever, or at least till all 
the participants are dead or retired. 

But, for my part, I have no quarrel with what Professor Medli- 
cott quotes, nor with the general sense which he conveys of what 
went on, and who thought what, and who fought whom. 

On taking over the Department, I found that my predecessor 
and his principal Civil Servant, the Director General, had shared 
one Private Secretary! I said I thought this a squalid arrange- 
ment. I would let the Director General keep the Private Secretary 
he had been sharing with the Minister, and I would have two new 
ones, the senior to be an economist, the junior to come from the 
Foreign Office. I asked Hugh Gaitskell to be the senior—in spite 
of Civil Service warnings that a permanent Civil Servant might be 
more suitable—and the Foreign Office gave me Patrick Hancock, 
who with the rest of our diplomatic mission had had to leave The 
Hague very hurriedly. And thus, with John Wilmot, now Lord 
Wilmot, as my Parliamentary Private Secretary, I collected, what 
matters very much to a Minister, a first-class private office. But, 
to my regret, the Prime Minister immediately took away Desmond 
Morton to join his personal staff. 

As Professor Medlicott reminds me, in my first days I had to 
reorganise the Department (pp. 60-2). When France was falling, 
some pundits thought that our blockade must fall too. It could 
no longer be enforced, they said, with the Germans in control of 
France and the Low Countries and Denmark, and perhaps the rest 
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of Scandinavia and Italy too. But we argued back on this, Noel 
Hall playing an important part, and won, and we fashioned new 
weapons—navicerts, ship warrants, etc.—to meet new needs, 
** From the seas to the quays ”’ was our new slogan, or “ from the 
seas to the source.” 

My Director General, Sir Frederick Leith-Ross, was a humane, 
intelligent and agreeable man, trained at the Treasury and with 
much experience of international economic and financial arrange- 
ments in time of peace. But he was never, I think, a very happy 
warrior, and was glad to move, with me and Hugh Gaitskell, in 
February 1942, to the Board of Trade. 

On June 1, [ appointed Lord Drogheda and Noel Hall as Joint 
Directors, under the Director General, “ with instructions,” as 
Professor Medlicott says, ‘‘ to re-allocate duties throughout the 
Ministry so as to give effect to the new emphasis on control at the 
source. Their plans were worked out during the first ten days of 
June and took effect very soon after the French collapse ”’ (p. 62), 
Before deciding on these two appointments, and others which were 
consequential, I had asked Hugh Gaitskell to arrange a series of 
conferences, at one or other of which all the top dozen officials at 
the Ministry, and a few more, should attend and be made to talk, 
so that I might form quick judgments of my own about them, to 
supplement the views of others. I offer this tip in political science 
to all newly installed Ministers. 

Broadly, Drogheda took Operations and Hall took Intelligence 
(p. 463), and both did very well. On Operations I often ended a 
long debate on paper with a simple Minute, “‘ Act as proposed by 
Lord Drogheda.” He was always for strong action and a tough 
blockade, even though on many occasions, to some of which Pro- 
fessor Medlicott refers, the Foreign Office, or the Admiralty, or 
even colleagues in our own Ministry, wavered. 

On Intelligence, Hall established relations of confidence and 
mutual respect with the Service Departments, never an easy job 
for a civilian. He abounded in bright ideas and ingenuities. In 
March 1941 we sent him to the British Embassy in Washington as 
Minister in charge of Economic Warface questions, and he was 
succeeded in London by Geoffrey Vickers. 

Professor Medlicott, though his book is long, says too little 
about Economic Intelligence. We collected it through innumerable 
channels. (At Kirkwall, our control post in the Orkneys, we 
persuaded an intoxicated Scandinavian skipper to hand over 4 
roll of undeveloped photographs. One of these showed a number 
of recently constructed oil tanks at Petsamo. We had been 
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officially told they had no storage there. We had been mis- 
informed. So we stopped their oil.) One of the chief uses of our 
Intelligence was to advise Bomber Command what targets would 
be most rewarding from an economic point of view, 1.e., the 
destruction of which would most severely damage the enemy’s 
economic power. Another use of our Intelligence was “ of its 
appreciations for political warfare purposes from about August, 
1940” (p. 466). Both these uses will, no doubt, be more fully 
discussed in some other volume of this series. United States 
economic intelligence was badly organised in the period covered 
by this book, and economic-warfare problems were handled in 
Washington by a number of competing and overlapping agencies 
(pp. 500-3). All this improved later, but these weaknesses were 
serious when in the summer of 1940 we had to adopt the new 
blockade policy of “‘ Control at Source.’’ To achieve even moder- 
ate success, this policy required a reasonable degree of American 
comprehension and co-operation, and this while the United States 
was still a neutral. 

Professor Medlicott gives a very clear account of this problem 
and of our steady approach towards its solution. In Chapter XII 
he describes, in broad terms, the new programme for blockade by 
“control at source,” announced in Parliament by me and by the 
Minister of Shipping on July 30, 1940: (1) compulsory navicerts, 
(2) ship warrants and (3) compulsory rationing of neutrals. Under 
(1) we now claimed the right to seize goods, and possibly also the 
ship carrying them, unless a navicert for the goods, issued by us, 
was produced on demand. Some lawyers gulped. ‘There was no 
legal precedent for this, but I told the Cabinet that “‘ I am glad to 
say that the Attorney General, the Procurator General and my own 
legal adviser are agreed that, in the present circumstances, the new 
system can be justified” (p. 432). The United States Govern- 
ment acquiesced in this new procedure, though they did not 
officially approve it till later. This was a vital condition of 
success, and a most friendly neutral act ! 

Under (2), a ship warrant was issued to a neutral ship, whose 
owner had given satisfactory undertakings to comply with our 
economic warfare regulations and, in particular, not to sail to or 
from the navicert area without a ship navicert, covering all his 
cargo. In return he would enjoy British-controlled facilities all 
over the world. Otherwise these would be refused to all ships 
owned by him. Under (3) we would allow neutrals sufficient for 
domestic consumption, but not for re-export, and would help 
neutrals to obtain these rations. 
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“These measures,’ I told the House of Commons, “ wil] 
greatly benefit those engaged in honest neutral trade. Delay in 
such trade, due to the exercise of our controls, will be much re- 
duced. At the same time a heavy blow will be struck at those who 
seek to elude our controls and to carry supplies either to or from 
the enemy. Our friends will be further encouraged and our 
enemies discomforted by some ingenious provisions which my 
Right Honourable Friend the Minister of Shipping will to-day 
announce.” This was a reference to ship warrants. 

Part II of Professor Medlicott’s book is mainly a discussion of 
the application, in the next ten months, of these new principles, 
and particularly of the rationing of various neutrals. 

In Chapter XVI on France and French North Africa, Professor 
Medlicott surveys several important controversies in some detail. 
In June 1940 the Cabinet authorised me to apply contraband 
control to all parts of Continental France, both occupied and un- 
occupied, and in July to French North Africa. But the Admiralty 
were unwilling to supply sufficient warships for enforcement, and 
some Americans wanted to pass foodstuffs through our blockade. 
I had a running fight with the Admiralty, and long correspondence 
with the First Lord, especially over ‘‘ the Marseilles leak.” Large 
supplies were entering this port, both from French North Africa 
and French West Africa, and it was clear that most of these were 
passing into German and Italian hands. Indeed, in “ the winter 
of 1940-41 the blockade had almost completely broken down in 
relation to the merchant shipping passing to and from ports in 
unoccupied metropolitan France.” “To the Admiralty warning 
that the Vichy navy was now escorting shipping and that inter- 
ception might lead to the bombing of Gibraltar,’’ Professor Medli- 
cott reports that I replied that, if we “ were intimidated by the 
third-rate Vichy escorts, it was possible that Vichy ships might be 
used by the Germans and Italians to carry their goods as well,” and 
that I pointed out that most of these escorts were “‘ purely symbolic, 
sloops, armed trawlers, survey ships and the like ” (pp. 558-9). I 
got the Prime Minister’s support, in a Minute he addressed to the 
Chiefs of Staff. ‘‘ We must reassert our blockade in the straits, 
dealing with vessels whether escorted or unescorted. . . . We 
should assemble a sufficient force at Gibraltar for this purpose at 
the earliest date possible.” If Vichy attacked Gibraltar, then 
Vichy itself could be bombed, “ or any other place to which that 
caitiff government might resort ” (p. 559). This action was post- 
poned, during secret but abortive negotiations with Vichy. 
Thereafter, in November, the Cabinet reaffirmed the Prime Minis- 





1953] MEDLICOTT : THE ECONOMIC BLOCKADE 667 


ter’s view, and occasional interceptions were made. But “ it was 
the Admiralty view throughout that interception could not be 
given the high degree of priority,” which I demanded (p. 563). 
This was a simple dispute over the best allocation of scarce means. 
[ still think they should have done more, and that they were too 
fearful of the risk of attack, after the Battle of Oran in July 1940, 
by the remains of the Vichy fleet. The American “ relief agita- 
tion” to let food through our blockade, was primarily due to Mr. 
Hoover. We resisted it, though Lord Lothian, our Ambassador in 
Washington, was wobbly and had to be firmly instructed (pp. 
556-7). ‘‘ After a great deal of interdepartmental and Cabinet 
discussion,” says Professor Medlicott, the Prime Minister, on 
August 20, 1940, ‘‘ announced that it was intended to maintain a 
strict blockade not only of Germany but of all countries which had 
fallen into Germany’s power. . . . Any shortage of food in Europe 
was due either to German exactions or to the failure of the Ger- 
mans to distribute the supplies at their command. The enemy 
must bear the responsibility of feeding the occupied territories, 
but the British Government would arrange in advance for the 
speedy provisioning of any area which regained its freedom ” 
(p. 551). 

We successfully held this line, subject to some minor concessions, 
at President Roosevelt’s personal request, in respect of unoccupied 
France (p. 573). To have given way further, or sooner, would, in 
my view, have strengthened the German war effort and prolonged 
the war. 

The Ministry of Economic Warfare, as I found it, was exceed- 
ingly well staffed. There was a healthy blend of permanent and 
temporary Civil Servants and—not quite the same distinction—of 
experience and ardour. We blended distinguished lawyers and 
diplomats, economists and business-men. Lord Finlay presided 
over the Contraband Committee, Lord du Parcq over the Enemy 
Exports Committee. There had been some retired Ambassadors 
helping at the start. By the time I arrived most of these had dis- 
appeared, but we now had some of the best younger men from the 
Foreign Service. 

How important a factor in final victory was Economic War- 
fare? Professor Medlicott is inclined to play it down. Close 
estimates are impossible, but my own belief is that the total 
activities of the Ministry, including some not mentioned in this 
book, substantially weakened the enemy and so hastened the 
end. 

What are the lessons for the future? Probably none. In the 
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Third World War, if this horror comes, so much will be so different 
that, while it lasts, historians wiil have a very low priority. 
Hvueu Darton 
House of Commons, 
London. 


British War Production. By M. M. Postan. History of the 
Second World War, United Kingdom Civil Series, edited by 
W.K. Hancock. (London: H.M.S.O. and Longmans, 1952, 
Pp. v + 512. 32s. 6d.) 


Tus volume is, by intention, an introductory volume to the 
whole series on war production. It does not, therefore, seek to 
exhaust the treatment of some of the more important aspects. 
Control of raw materials, labour supply to munitions industries, 
North American and other overseas supplies, as well as more 
general problems of administration, finance, factory building, 
design and development will all have individual treatment in 
other volumes. Its purpose is to focus the problems as a whole 
and to bring out the broader issues of the relation of munitions 
supply to military effort. This plan of the whole series necessarily 
implies that in this volume some subjects are dealt with much more 
exhaustively than others. But Professor Postan, who apologises 
for this, has managed to produce a narrative that is fascinating 
in content and which marches with a speed that never loses a 
reader’s interest. What an immense help it would have been to 
some of us who came in after the outbreak of war if we could have 
been given the chapters covering the earlier stages of rearmament 
as a first course in our education ! 

What is perhaps not quite so clear is the purpose of this series 
of histories. Is it merely to teil the story and to give credit for 
remarkable achievements? Is it to put on record some of the 
lessons of these years so that, if necessity should ever arise, our 
successors may learn from our mistakes and benefit by our 
experience? To the latter purpose the small and _ ill-written 
histories of the various activities of the Ministry of Munitions in 
the First World War contributed practically nothing. Indeed, 
I believe that, on one or two occasions at least between 1939 and 
1945, files of that war were disinterred to discover whether 
arguments had been fully considered for adopting some form of 
organisation rather than another, and whether the subsequent 
experience had been recorded and analysed. Professor Postan has 
gone much further in providing the evidence from which such 
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decisions could be made another time. But I doubt whether the 
evidence is full enough (or could be full enough within a readable 
compass) to reach detailed decisions. This is in part the obvious 
consequence of the fact that administration must deal with 
detail, and a history must emphasise the broad trends. It is 
partly, I fear, that many of the most interesting lessons have had 
to go by the board because fate has decided that this volume shall 
appear at the very moment when we are once again engaged in 
large-scale rearmament, so that security prohibits the public 
recording of what might have been most valuable. 

If one is concerned with the lessons, there is one other respect 
in which many who wrestled with these problems during the war 
years will feel that, through no possible fault of the author, 
the emphasis is in danger of being wrong. By decree of the Civil 
Service, no individual names are mentioned. Very occasionally 
a Minister, much less often some exceptional person from the 
world of industry, is identified; but for the general run the rule 
of anonymity is sacrosanct. From the angle of justice there is 
much to be said for this. From the angle of understanding the 
forces and influences at work there is nothing to be said for it. 
Since the contributions and from time to time the clashes of the 
individuals are unmentionable, the ministries and departments 
in which they were working seem to acquire a wholly unreal 
corporate character, and a continuity of character despite changes 
of personalities, which simply did not exist. Very rarely, where 
the story (as in one case of the Ministry of Production) would be 
utterly incomprehensible without it, Professor Postan gives a 
hint. But by and large the inevitable result has been to endow 
lively and active collections of individuals, whose clashing opin- 
ions yielded at any moment a resultant force in one direction or 
another, with an apparent unanimity, solidarity and consistency 
which was often very far from existing. Surely if there was one 
supreme lesson of all those years, it was the lesson of the impor- 
tance of people, of the greatness of the contribution that a few 
individuals of vision and drive might make. To exorcise the 
individuals is to put all the emphasis on the forms of organisation. 
Immensely important as were the forms, they were incomparably 
less important than the people. Nor, as Professor Postan makes 
abundantly clear in relation to Mr. Churchill’s own ramifying 
and rampaging activities as Minister of Defence, can forms of 
administration forget the individuals that they are seeking to 
tame. And because a history, once started on the theme of 
organisation cannot easily retreat into ministerial personalities, 
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I am left at the end completely uncertain whether Professor 
Postan would judge that Lord Beaverbrook’s catastrophic 
disruptions of all orderly administration were, or were not, on 
balance more than offset by his wonderful achievements in getting 
the nation on to its toes and communicating to it his own driving 
sense of urgency. 

There is another rather curious effect of this anonymity which 
deserves mention. To those of us who can still visualise the 
various committees of those years, as rows of individual, though 
sometimes changing, faces, the process of co-ordination is much 
more intelligible than it can possibly be to an uninformed reader, 
The fact that two committees with slightly overlapping functions 
were the same people under a different hat, or the immediate 
subordinates of the higher committee (often themselves present 
at the higher committee), dealing now with applications of 
detail, seldom fully emerges. Nor does there quite emerge the 
eternal process of co-ordination and squaring through lunching 
together, seeing each other’s problems and difficulties, and feeling 
towards a solution acceptable to two ministries with temporarily 
opposing interests and claims. Indeed, it is inevitable that an 
historian shall use the thoughts recorded on paper. The telephone 
conversations, the informal private discussions, both inside a 
Ministry and outside, are lost, and rosy tinted memories can give 
them no dependable reincarnation. 

Somehow, seen on this scale and in retrospect, the whole history 
seems so much smoother and less chaotic than it seemed at the 
time. Perhaps that is the right perspective; perhaps the size 
of the waves are better judged from the top deck of the Queen 
Mary than from the perilous skiffs in which most of us had to 
negotiate them. I found myself, nevertheless, wondering about 
these things when I read, of one of the problems that was causing 
some of us who were watching it no end of worry in 1943, “ the 
position never became desperate and had rectified itself by the 
spring of 1944”; that particular skiff, thanks to good seaman- 
ship, had narrowly escaped disaster. 

What are the main lessons to be learned on the large scale! 
I think Professor Postan would say that the central problem is 
whether three supply Ministries were really necessary, or whether 
one colossus, on the model of the Ministry of Munitions of 1918, 
would have been preferable. To that he would, if I understand 
him right, answer that such a colossus would only be workable, if 
at all, on the supposition that production could be separated from 
design and development. Otherwise the whole structure would 
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be so immense that it would inevitably degenerate into three 
loosely co-ordinated departments, a structure not widely different 
in effect from that which existed by 1945. But he would not, 
I gather, believe that design and development could be profitably 
separated from production, since there must necessarily be emphasis 
on quality as well as quantity. Thus we reach the view that the 
structure of 1945 was right in broad essentials. But it was very 
far from being right in detail. The Ministry of Supply possessed 
a variety of responsibilities, particularly in the field of raw mater- 
ials, which properly belonged to a co-ordinating Ministry rather 
than to the supply department of the Army. The Ministry of 
Production, after a period of injudicious empire-building, had 
gradually learned the appropriate line between attempts to 
centralise and co-ordinate and attempts to leave to others what 
they could do best. But the difficulties and errors arose largely 
from the fact that it arrived late in the field, when functions had 
inevitably fallen into other hands, and a logical structure was 
unattainable. For my own part, I believe it would have been 
much better if it could have grown up more slowly, before the full 
use of all resources made its existence absolutely necessary, so that 
it might have acquired not only the right functions from the first, 
but also a body of knowledge, experience and statistical information 
that could be progressively deployed as circumstances required. 
In his final chapter Professor Postan opens very briefly the 
fascinating problem of whether economic analysis and scientific 
method could be used on a greater scale to guide the broad 
strategy of war production. Could one, for example, work out 
the cost in man-hours of achieving certain results with alternative 
weapons and thus concentrate on the best weapons? The 
combination of operational research and of production data 
could, on occasion, throw most interesting light in retrospect on 
such relative costs. I doubt (as he does) whether it could be 
used to guide policy in advance. Wastage rates which were a 
decisive element in the calculation of costs were very unpredic- 
table. Even the conclusions which he quotes as to the relative 
costs with various types of aircraft of long-distance bombing 
against heavily defended targets proved quite inapplicable to 
the relative costs of short-distance bombing before and after D- 
day. And with the long delays inevitable in-re-tooling, I would 
not expect that such conclusions could be applied to actual 
production before progress was already making the better weapon 
obsolete. But here is a field of analysis in which remarkably 


little work has ever been done. 
No. 251—vo.. LXx1mI. : 3 





672 THE ECONOMIC JOURNAL (SEPr, 


This great history of war production fully lives up to the hopes 
of all those for whom Professor Postan was made the recording 
angel. It tells the story of those years so that the big issues 
emerge with clarity. It is just. It is beautifully written and 
immensely readable. We all owe him a tremendous debt of 
thanks. 


Austin ROBINSON 
Sidney Sussex College, 


Cambridge. 


The Economics of Sellers’ Competition. By Fritz Macutvp, 
(Baltimore: The Johns Hopkins Press, 1952. Pp. 582. 
$6.50.) 


The Political Economy of Monopoly. By Fritz Macuuvur. (Balti- 
more: The Johns Hopkins Press, 1952. Pp. 544. $5.50.) 


THESE two books are to be regarded as companion volumes, 
which take the place of a single book previously announced On the 
Economics of Competition and Monopoly. Professor Machlup in- 
tends The Economics of Sellers’ Competition for intermediate and 
advanced students and for the expert in the field ; it is to providea 
solid foundation for analytical economic reasoning, and is the book 
which of the two will be of greater interest to economists. Pro- 
fessor Machlup works to a definite plan, analysing theoretically 
different forms and degrees of competition and monopoly in 
successive chapters. He makes a sharp distinction between the 
degree of competition between existing firms selling in any given 
market and the ease of entry into a market; usually he writes of 
this distinction as that between many and a few firms already ina 
market or industry, and more firms entering the market. 

He distinguishes three main types of competition or the lack 
of it within an industry, with several subdivisions. The distinction 
is made to rest, usefully it seems to me, largely on the state of 
mind of the entrepreneur towards the actions of other firms. 
First comes the polypolist, where “ the seller is unconcerned about 
rival’s reactions because he has too many competitors (or col- 
leagues) to consider any one of them as his rival.”” This has two 
subdivisions, the seller of a standardised product who feels that he 
has no say in the matter of selling price, but must accept the market 
price, and the seller of differentiated products who believes that he 
can vary his price without losing his whole market, but is neverthe- 
less not concerned about the reactions of the numerous other 
sellers of similar products, who he does not expect to react to 
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changes in his output, since this is too small to matter to them. 
The first is pure competition, the second monopolistic competition. 
Secondly, comes the oligopolist, who is rival-conscious, knowing 
that his actions cannot ‘‘ remain unnoticed and unopposed by the 
other sellers.” (As Professor Machlup realises, the previous cate- 
gory, monopolistic polypoly, is not always very easily distinguished 
from oligopoly.) Oligopoly has many possible subdivisions and 
types of classification, depending upon the number of sellers, 
duopoly, triopoly and so on, provided always that the seller does 
take into account his rivals’ reactions to his actions; or on the 
degree of collusion, for Professor Machlup here includes agree- 
ments and cartels; or on the degree of leadership of one or a few 
firms. Finally comes the monopolist, the “ seller who knows 
neither any individuals nor any particular groups of other sellers 
with whom he is in competition,” a definition so strict that few 
cases fall into it, and therefore dealt with in one brief concluding 
chapter. 

Professor Machlup distinguishes sharply between the com- 
petition represented by polypoly and that dependent upon free 
entry into an industry. Owing to the different meanings attached 
by different writers to the terms “‘ free ” and “ perfect competi- 
tion,’ he uses the word “ pliopoly ” for ready and unhampered 
movement of businesses into occupations with high profits. Plio- 
poly and polypoly may go together, but they may not; so may 
pliopoly and oligopoly, but only with each modifying the other. 
Monopoly presupposes no pliopoly ; the monopolist must not only 
be the only one in the market but also be likely so to remain. 

Professor Machlup describes and analyses at considerable 
length a large number of combinations and variants of these main 
varieties. He has a great deal of interest to say, for instance on 
the controversy as to whether and when business firms try to 
fix prices to cover average costs, or so as to equate marginal costs 
and marginal revenue (in Chapter 3), on the causes of supernormal 
profits (particularly the table on p. 259) and on the difficulties of 
cartels (in Chapter 15), though here I think there are important 
points he ignores. He gives a clear description of many earlier 
theories, particularly perhaps of the duopoly analysis of Cournot, 
Bertrand and Edgeworth. 

None the less, I do not find the book wholly satisfactory. 
First, it seems to me to fall between two stools. It is too long and 
repetitive to be easily readable; this is a criticism which Professor 
Machlup anticipated in his Introduction, defending himself by 
saying that he could not expect it to be read in one sitting. But 
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it does not go far enough into the theory to be useful for advanced 
students; on the difficult subjects it breaks off at the point where 
further elucidation is required. This defect appears most clearly 
in the discussion of duopoly ; we are given a great deal on Cournot, 
Bertrand and Edgeworth and their defects and a little on the pos- 
sible ways of remedying them, as suggested by later writers, but 
far too little to be intelligible. I feel that Professor Machlup 
should either have dealt fully with certain topics or have left them 
out. But he is determined to use the literary approach: he 
eschews mathematics and only puts in diagrams occasionally, and 
does not use them in his argument. Yet, since his discussion in 
this book is theoretical and formalistic, I should myself have found 
it easier had diagrams featured more conspicuously. 

Secondly, there is an apparent bias against any form of 
monopoly (a bias much more apparent in 7'he Political Economy of 
Monopoly). Many will share this attitude; but the basis could 
surely have been set forth more clearly than, for instance, on p. 150, 

The merits, in parts considerable, of The Economics of Com- 
petition and Monopoly seem to me absent from T'he Political Econ- 
omy of Monopoly, but its demerits to be accentuated and others 
added. Here Professor Machlup is less definite on the audience 
he hopes to secure. He encourages the student beginning 
economics, the genera] reader, the student in a second or third 
year course in economics and “‘ the trained and well-read econo- 
mist ” to try the book; but the beginner is warned that he may 
find some sections too technical or “ theoretical,’ and the general 
reader advised to skip the more technical sections. Perhaps 
because the author had all these different categories in mind, per- 
haps because he wanted to present together ideas on many subjects 
which cannot be very clearly related except in a volume a good deal 
longer than is even this one, the book lacks a central scheme. 
There is one part dealing with concepts, another listing types of 
monopolistic practices, a third describing American anti-monopoly 
law and the various laws there which help monopoly, a fourth 
analysing labour policies and a final section which first tries to 
justify the arrangement of the book and then lists some of the 
attempts (foolish and otherwise) to measure monopoly. 

The level of difficulty of these various sections differs widely. 
Some parts, particularly that on labour policy, where Professor 
Machlup would remove from trade unions their wage-bargaining 
powers, are difficult and controversial; but not enough space is 
given them to develop the ideas fully. The same is even more 
true of the section on measurement. It seems to me that there 
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are some errors of theory—for instance, in the effect of rising 
wages on employment, notably in the section beginning on p. 420; 
and definitely some errors of fact. Thus the British Monopoly 
(Inquiry and Control) Commission cannot draft Orders, for issuance 
by the competent Government department, declaring unlawful any 
practices that are found to operate against the public interest (p. 
187); the relevant Minister can only issue orders on specified 
matters. Nor does the International Wheat Agreement set mini- 
mum and maximum prices and establish quotas in the sense in 
which these words are used in the rest of Professor Machlup’s 
book (p. 310). 

The book as a whole is a disappointment. But there are 
interesting parts, particularly the appraisal of the Anti-Trust 
Acts. If only Professor Machlup had been content either to 
write for the general public and leave out the touches of incom- 
plete theory, or to elaborate for the economist his views on wage 
bargains ! 

RutTH COHEN 

Newnham College, 

Cambridge. 


Economic Dynamics. By Wiu11am J. BauMoL, with a contri- 
bution by Ratren Turvey. (New York and London: 
Macmillan, 1951. Pp. xiii + 262. 37s. 6d.) 

Fasuion has decreed that good economics is dynamic, and that 

a theory which is “merely static” is necessarily inferior, 

perhaps almost useless. Fashion, of course, is very foolish, and 

Professor Baumol is to be congratulated for his first footnote on 

his first page: “‘ We shall only be categorical on definitions in 

insisting that ‘dynamic’ should not be taken to mean ‘ superior,’ 

and ‘ static,’ ‘inferior.’’’ But it is true, of course, that quite a 

lot of those who grub about at the frontiers of economic theory 

have reported discoveries of crude varieties of dynamic systems. 

With rare and delightful exceptions, such as Professor Hicks, the 

frontiersmen are incapable of describing what they have found in 

civilised prose, but turn out vast unlovely masses of mathematics. 

The time had come, and the need existed, for a text-book to tell 

students (and their teachers) what it is all about. This is the 

brilliant answer to that need. 
The frontiersmen tend to be so interested in their own territory 
that they have little time to survey what is going on around them. 

It is those who follow up their explorations who perceive the unity 
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which underlies the diversity of the first discoveries. Economic 
Dynamics, to judge from Professor Baumol’s book, is still a lot of 
unrelated bits and pieces; it is not a subject or a discipline, but a 
junk-shop full of odd tools and ideas which particular researchers 
have found helpful. Therefore, despite the unusual clarity of the 
book, the reviewer found it an easy one to lay down; there was no 
sense of a developing theme carrying the reader’s interest forward 
from one chapter to the next. Perhaps, therefore, the book may 
have a greater importance than the instruction of the young; it 
may suggest ways of integrating the subject and show which 
frontiers most need further exploration. 

There is in fact an example of this in the appendix to Chapter 
5, on uncertainty. A plausible dynamic theory must include a 
theory of expectations, for it is certain that the economic future is 
influenced by what men think about it. The appendix referred to 
sets out, in all its bald improbability, a ‘‘ mathematical expecta- 
tion ” theory of decision under uncertainty ; it refers to, but does 
not describe, the rival theory of Professor Shackle; and it then 
leaves the subject, an area which surely cries out for further 
exploration. In the present state of dynamic theory there is an 
unfortunate tendency to pay too much attention to models which 
trace out trends or perform cyclical antics automatically; the 
human element is little stressed, because it is little understood. 

The book falls into two parts, Chapters 1—7 being a description 
of economic theories and Chapters 8-12 a handbook of mathe- 
matical theory with economic illustrations. The earlier chapters 
describe some dynamic theories which from sweeping generalisa- 
tions attempt to deduce the movements of broad economic aggre- 
gates; a mixed hors d’ceuvre of classical theorists, Marx and 
Schumpeter, and (as a modern representative) Harrod’s 7o- 
wards a Dynamic Economics. Then there is a group of chapters 
on comparative statics, based on Hicks and Samuelson. Through- 
out these earlier chapters the exposition is admirable, leading the 
reader on with gentle simplicity from one point to the next; and 
care has been taken to concentrate on essentials and leave out 
confusing peculiarities in the original exposition. 

Then comes a break. Chapter 8, largely the work of Mr. 
Turvey, is an exposition of Swedish theories of period analysis— 
ex ante, ex post and all that; and this leads naturally into a de- 
scription of the tools necessary for period analysis—difference 
equations and differential equations. The whole of the rest of the 
book is concerned with deriving and classifying the solutions of 
these. It can fairly be said that the authors have managed, with 
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great artistry, to make the mathematics accessible to ordinary 
readers; indeed, the last hundred pages would be a thoroughly 
worth-while text-book by themselves. The combination of sound 
literary exposition with mathematical expertise is enough to make 
the whole a text-book deserving of success; and the value is im- 
proved by the convenient juxtaposition of the Swedish and the 
mathematical approaches, which cannot fail to suggest new lines 


of thought and inquiry. 
C. F. CARTER 


The Queen’s University, 
Belfast. 


Weltwirtschaft. By Apotr WreBEr. (Berlin: Duncker & Hum- 
blot, 1950. Pp. xiii+ 464. DM. 15.) 


Tus book, a revised and greatly augmented version of Pro- 
fessor Weber’s work of 1932, is intended to give the German 
layman some idea of economic theory, world economic structure 
and current problems. The author begins by discussing popula- 
tion and the needs of the consumer, the distribution and use 
of raw materials and power. Two chapters deal with the prin- 
ciples of economic theory and their application (or misapplication) 
by politicians; a further chapter with technical progress. The 
rest of the book is concerned with international economic relations : 
trade and colonial policies, the balance of payments, reparations 
(a subject of special, if out-dated, interest to the German reader), 
European integration and the prospects of a world economy. 
Graphs, tables and maps illustrate the argument, photographs 
keep the reader entertained. The style is clear and easy, the 
argument is popular without vulgarising. English readers 
would not, however, find it worth their while to read the book 
for information, even if they know German; partly because the 
information is embedded in the argument and laid out in an 
unfamiliar and sometimes inconvenient way, partly because 
similar material is readily accessible in our language. 

They may, however, read Professor Weber’s argument with 
profit; for the years since 1932 have left fewer marks on it than 
on his facts. He remains an unrepentant supporter of classical 
free market economics, and a proudly Germano-centric writer, 
and it is instructive to observe him in both these roles, for the 
beams in one’s own eye are notoriously harder to see than the 
similar ones in other peoples’ eyes. Thus most writers who 
stress the virtues of the international division of labour have a 
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marked tendency to assume that their country’s part in it ig 
that of a major industrial power. But can we expect Russians 
to be convinced that ‘‘ Russia would do herself and the world 
most good ” by developing her agriculture and the manufactures 
directly dependent on it (p. 341) or Englishmen, that their country 
should become a projection (Vorland) of a European continent 
whose industrial heart would lie in Germany (p. 332)? This 
quite apart from one’s doubts about the rather simple conception 
of an international division of labour which Professor Weber 
appears to hold. 

There is perhaps less danger nowadays of being seduced by Pro- 
fessor Weber’s general approach to economics. True, the theoretical 
simplicity and elegance of national and international economic rela- 
tions before 1914 has made others beside him look back to that 
period with longing; but the hope of returning to it is no longer 
widely held. Nor is he the only writer to find himself in a dilemma. 
If one’s hope for the future is summed up in the cry: “ Let us 
be strong enough to shake off the dead pattern of State inter- 
ventionism, protectionism, super-cartels and great concerns. 
Let us regain confidence in the abilities of the individual ” (p. 
418), all one can say about the modern world is that it should 
not be there. But it is, and one must make some practical 
recommendations about it. Indeed, Professor Weber admits that 
the probability of a return to pre-1914, which he still considers 
in some sense “ normal,” is zero; hence we need not trouble to 
inquire whether his analysis of it is, in fact, adequate. A retum 
may not even, he thinks, be desirable, if full employment at a 
high level of wages is to be brought about or maintained. He is 
therefore willing to see a series of modest empirical expedients, 
even an économie orientée, one step less frightening than an 
économie dirigée, so long as the essential of free price formation 
by consumer-choice is safeguarded, and risk-bearing capital 
continues to be the main motor of the economic vehicle. Whether 
the two things can be combined, is not discussed. Planning is 
undesirable, except for limited war-time purposes. However, 
if there has to be planning, Professor Weber respects that of the 
U.S.S.R., which rests on “‘ a century of thinking ”’ and two decades 
of experience, to other types. Nevertheless, it would be by far 
the best thing for the world as a whole if the U.S.S.R. stopped 
having ‘“‘ its peculiar economic system based on the socialisation 
of the means of production.” We may or may not sympathise 
with this wish, but it is hardly likely to be granted. Professor 
Weber’s book thus raises lucidly the question how far books about 
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economic policy which hanker after unrealistic assumptions are 
worth writing. It is a question which we must all, in our different 
ways, ask ourselves; and it is useful to be reminded of this fact. 
E. J. HopsBawM 
King’s College, 
Cambridge. 


Principles of Economic Development. By P.R. Fossum. (Tacoma, 
Washington: The College Press, 1952. Pp. 9 + 247. 
$3.) 

Tus is Malthus in modern dress, capped with geopolitics 
to make it more bizarre. Dr. Fossum sees economic development 
as a battle between food supply and population growth in which 
a surplus of food is first built up and then whittled away. Out 
of the surplus come division of labour, trade and capital; as the 
surplus rocks to and fro, industrial activity, the distribution of 
labour between farms and factories, prices and the supply of gold 
oscillate in sympathy. One civilisation after another, on a 
frontier that moves steadily to the west, climbs on the back of the 
surplus by the four steps that lead up to the Golden Age of 
Culture and Enjoyment; but each is doomed to miss its footing on 
the fifth (after accumulating its quota of monuments), and join 
the over-populated east in a long slide into the abyss. Apart 
from plague and pestilence (war is ineffective), only one thing 
can bring the escalator to a halt: ‘‘ the exercise of reason and 
scientific understanding in indulgence in carnal pleasures.” The 
accumulation of capital offers no lasting way out. Surplus food 
may be converted into tools that serve as labour-aids on an 
increasing scale “‘as the group approaches the zenith of its 
powers’; but the tools will eventually ‘‘ wear out again as the 
population pressures provide more labour at lower and lower 
standards of living.” 

Coupled with this vision of human destiny is a good deal of 
rickety theory, strutting on doubtful precedents and muddled 
statistics. History is ransacked to link agricultural development 
with social structures, political forms, military power and artistic 
achievements. Again, a fivefold progression is conjured up, 
beginning and ending with a “static monarchy.” Half-way 
round the merry-go-round comes “autocratic dictatorship,” 
which appears to cover Roosevelt and Churchill as well as Hitler 
and Stalin. Roosevelt, indeed, strays into the discussion like a 
figure from Madame Tussaud’s, to be exhibited, now alongside 
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Thutmose III and Alexander the Great, now beside Gustavus 
Adolphus and Genghis Khan. 

As to the statistics, the less said the better. The relation- 
ship between any two time series is expressed in terms of the 
proportion of the years covered in which the two moved in the 
same direction (+-) or in opposite directions (—) whichever is the 
higher—so that no result lower than 50% (-+- or —) is possible, 
Nevertheless, percentages below 60 are described as “high 
ratios’?! Where three time series are involved, it is possible 
to find examples of a positive relation (measured in this way) of A 
with both B and C, even when the relation between B and C is 
negative. 

The trade cycle in Dr. Fossum’s scheme of things is an 
inevitable rhythm in which an extension of the food-base in the 
slump alternates with an expansion of industry on this widening 
base in the boom. No evidence is provided that the supply of 
food does increase in the slump; the discussion is conducted in 
terms of ‘“ basic food,”’ which is equated with wheat (plus, occasion- 
ally, hogs). All that is demonstrated is that workers who have 
lost their jobs in the slump make a bee-line for the nearest farm 
that will offer them a living. Economists might agree that 
agricultural fluctuations still have some influence on industrial 


activity and that the crisis before a slump has often reflected a 
shortage of real resources. But they would think it a little odd 
to attribute the trade cycle exclusively to agricultural fluctua- 
tions, and more than odd to identify real resources with the wheat 


crop. 

No doubt food has had a predominant influence on world 
economic and social development, viewed from a sufficient 
altitude. But when one is looking at the history of the United 
States in the twentieth century, need one be so determined to 
wear green spectacles and see everything in terms of food! 
May not the practice of “taking the production of food for 
granted” with which Ricardo and Mill are convicted in one 
footnote be innocent enough? And may not the snooty dismissal 
of Schumpeter in another footnote as one interested only in 
“ principles for the development of an industrial society ”’ be the 
verdict of a mote on a beam ? 

A. K. CatRNCROSS 
Glasgow. 
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International Monetary Co-operation, 1945-1952. By Brian 
Tew. (London: Hutchinson’s University Library, 1952. 
Pp. xii + 168. 8s. 6d.) 

INTRODUCTORY economic text-books are a necessity, and 
fortunately there are some very good ones. As a class, however, 
they are rather depressing : there are too many of them, and they 
suffer regrettably often from prolixity and dullness. It is all the 
more gratifying, therefore, when an introductory book appears 
which really justifies its existence, and fulfils a clear and useful 
function very successfully. International Monetary Co-operation 
provides an admirable survey of current international economic 
problems, and of the policies and institutions which have been 
devised to deal with them. It is well set out, clearly written and 
concise almost to a fault. 

The book is divided into three parts. Part I is entitled 
“First Principles,’ and described as “‘ a general analysis of the 


scope for international monetary co-operation.”’ The analysis is 
conducted under four main headings: exchange rates: liquidity 
and multilateral settlements ; international disequilibria and ex- 
change restrictions; and the international transmission of infla- 
tion and deflation. This arrangement is then used in Part II, 
when Professor Tew deals with the International Monetary Fund 


(the Bank gets only a cursory reference) and the European 
Payments Union : the rules and practices of the two institutions 
are discussed in relation to each of these four topics. Part II 
takes up about half the book, and concludes with a yery good 
chapter on sterling, which describes the constitution of the sterling 
area, the working of the British exchange-control system 
and the role of sterling as an international currency. Part III 
consists of a competent though very brief outline of the course of 
events from the end of the war up to the beginning of 1952. 

In view of the very limited space which Professor Tew had at 
his disposal, it is perhaps unreasonable to complain of omissions. 
To have compressed so much material into 160 rather small pages 
is a real achievement, especially as the argument in Part II is 
remarkably detailed and thorough. Itis clear, however, that there 
are omissions, though they were perhaps inevitable. There is 
virtually no reference to the ‘‘ underdeveloped areas,” or to the 
problems of international lending in the post-war world. It 
could be argued that on a strict definition of ‘‘ monetary co- 
operation,” these subjects ought to be excluded; and in any case, 
it would have been very difficult to consider them at all adequately 
without expanding the book. It seems a pity, however, that they 


ce 
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are left out altogether, since they have a close and obvious con- 
nection with some of the general questions which the book is 
concerned with. Again, it is not surprising that there should be 
no attempt to describe the working of the British long-term con- 
tracts, or the International Wheat Agreement, but it would have 
been worth while at least to mention their existence. 

This would be a matter, only for regret, rather than positive 
censure, if it were obvious that nothing in the book could have 
been left out without serious loss; but this is not the case. Pro- 
fessor Tew does not waste words, but it can be argued that in 
Part I he wastes a good many pages. This is because (to quote 
from the Preface) “‘ no prior technical knowledge is expected of the 
reader,” so that much of the argument in the earlier chapters is on 
a very elementary level. It is well presented, and there is some- 
thing to be said for making the book as self-contained as possible. 
But it is unfortunate that space should be taken up with argu- 
ments which could just as well be read—and in practice almost 
certainly will be read—in a general introduction to international 
economics. Any student who reads a book of this type ought to 
have some prior technical knowledge; and if this assumption 
were made from the beginning, it would be possible to shorten 
Part I—though it is only fair to add that most of Chapters IIJ-V 
would be well worth preserving in any case. 

Although the selection of the subject-matter may be questioned, 
the treatment of it deserves high praise. The more detailed 
and technical parts of the book are clearly written and well 
illustrated, and the controversial issues of trade and payments 
policy are dealt with fairly and sensibly when they arise. There 
is one point, however, where Professor Tew permits himself a 
rather strong expression of opinion which is stated in an unfor- 
tunate way. At the end of the two chapters on the International 
Monetary Fund, he writes : “ There has been far too little progress 
towards the Fund’s objective of lifting restrictions on current 
international payments, and its sister organizations have made only 
slightly more progress in reducing barriers to international 
trade ’’ (p. 94). He goes on to assert that ‘“‘ the major cause of the 
rather disappointing achievements of the Fund has. . . been 
the attitude of its members. . . . An example of this attitude has 
been the tenacity that many members have displayed in retaining 
unnecessary currency restrictions—unnecessary, that is, for the 
suppression of an external deficit—and the same is true of un- 
necessary trade restrictions .. .” (pp. 94and 95). This summary 
verdict may be criticised on three grounds. 
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First, the picture of the Fund’s members as naughty children 
who refuse the medicine which will do them good is not altogether 
unrealistic, but it is surely a little overdrawn. It is true that 
many existing restrictions are wholly protective or exploitative 
in character (though it does not follow that they are wholly inde- 
fensible); but the other aspect of present-day restrictions deserves 
more recognition than it gets here. Professor Tew places sur- 
prisingly little emphasis on the meagreness of the exchange 
reserves of most countries and the size of the United States surplus 
on current account. This state of affairs, which a removal of 
restrictions in itself is more likely toworsenthanimprove, obviously 
accounts for many existing restrictions, and it would have been 
better to make this point more explicitly. Second, the concept of 
“necessary ’’ restrictions is strictly meaningless and practically 
unhelpful. Strictly speaking, no restrictions are necessary: any 
government which was sufficiently unswerving in its devotion to 
the principles of free trade could find ways of eliminating the 
most chronic deficit without making use of restrictive devices. 
Even apart from this, there is simply no way of deciding what 
restrictions are necessary, and it is misleading to imply that a 
dividing line can be drawn without too much difficulty. Finally, 
the practice of making rather casual value-judgments of this kind, 
although it is widely followed and often very hard to avoid, is a 
bad one—especially in an introductory book. Its usual result is 
that no explicit account is taken of the fact that policies are not 
adopted, and as a rule ought not to be adopted, on the basis of 
economic considerations alone. Also, it is apt to cause under- 
graduates to overestimate the value of pure economic theory, 
unsupported by quantitative data or other evidence and 
unqualified by any reference to questions of distribution, as a guide 
to issues of policy. 

These reservations may, of course, not be shared by other 
readers, while there will probably be general agreement on the 
merits of this book. It has one obvious and inherent defect, for 
in a few years it will be out of date. The task of revising it 
may well prove to be laborious, but it is very much to be hoped 
that Professor Tew will be induced to perform it. 

P. D. HENDERSON 


Lincoln College, 
Oxford. 
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Progressive Taxation. By F.SHEHAB. (London: Oxford Univer. 
sity Press, 1953. Pp. xiii + 299. 27s. 6d.) 


THE content of this book is both narrower and wider than its 
title might appear to indicate. It is narrower in the sense that it 
is a study of the British income tax and not of taxation in general, 
It is also more concerned with economic history—and economic 
history of the variety more commonly written by historians than 
economists—than with economic analysis. In effect, the author 
concentrates on showing the development of the various aspects 
of the progressive principle (minimum exemption limits and family 
allowances, graduated taxes on higher levels of income, differ- 
entiation between earned and unearned incomes) between 1688 
and 1920. Thus in some respects his treatment is a wide one 
dealing with different types of “lateral progression,” such as 
allowances for family circumstances and the source of income, as 
well as the usual kind of vertical progression. A criticism here, 
however, might be that no effort is ever really made to link up 
these two sides and ask, for instance, how far the actual form of 
development of the family-allowance principle was or was not the 
negation of vertical progression. 

But the main reaction must definitely be appreciative rather 
than critical. Dr. Shehab has made a very creditable attempt to 
cope with a vast field of Parliamentary inquiry and legislation, 
economic theorising and popular discussion, as his extensive 
bibliography bears witness. (Two small points may be made, in 
passing, about this. One is the complete omission of any refer- 
ence to Lord Stamp’s British Incomes and Property; the other isa 
misprint on p. 293, where Soward and William should read Soward 
and Willan.) Particularly interesting, because it is most obscure 
and most neglected, is the account of the extensive discussion 
on income tax principles which took place in the eighteenth 
century before there had been any practical experience of levying 
an income tax in its modern form. 

Several reflections are prompted by this book. The first is 
one of “ plus ca change...” Not only is it true that many 
of the features of the modern British income tax system have 4 
long history, but also most of the pros and cons of these features 
have been known for a long time too. Pitt’s income tax provided 
for a graduated rate of tax, minimum exemption limits, allow- 
ances for children (more modern than the modern, in the sense of 
varying with income of parent and age of child), deduction for 
life-insurance premiums, deduction at source and so on. In his 
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Principles of Moral and Political Philosophy (1785) Archdeacon 
Paley put forward a theoretical justification for a graduated 
income tax which essentially anticipated by more than a century 
most of the doctrines which we commonly associate with Edge- 
worth and his successors. 

The second reflection is the overwhelming importance of war 
in procuring fiscal changes. It was the Napoleonic War which 
enabled Pitt to introduce his tax; it was the South African War 
which led to the raising of the income tax rate from 8d. to 1s. 3d. ; 
it was the demands of the First World War which not only led to 
the pushing up of income tax rates to hitherto undreamt of levels, 
startling increases in the rates of supertax and the introduction 
of excess profits tax but also (and this is less often remembered) 
made it possible for graduation proper and family allowances, 
both frowned on by the Select Committee of 1906, to be introduced 
in a more extensive form than ever before. And if Dr. Shehab’s 
survey had included the Second World War, this catalogue could 
have been extended further. 

A third reflection is to ask whether under present-day con- 
ditions, heavy differentiation against unearned incomes is still 
justified. So many of the historical reasons no longer apply so 
fully as in the past—with National Insurance (and ordinary life- 
insurance tax remissions) there is now extensive cover against the 
more precarious nature of earned incomes, with death duties there 
is very full provision for taxation of accumulated wealth. And so 
many modern reasons, such as the need to increase personal 
saving, work the other way that the time would seem to be over- 
ripe for re-consideration of this practice. 

Finally, Dr. Shehab clearly shows the long time-lag common in 
his period between theoretical agreement on reform and practical 
accomplishment. Some thirty years had to pass, for instance, 
before Edgeworth’s theoretical justification for graduation found 
adequate legislative recognition. Must we wait as long to-day for 
practical recognition of the theoretical disadvantages of high 
marginal rates and the like ? 

A. R. PREstT 


Christ’s College, 
Cambridge. 
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Effects of Taxation. Corporate Financial Policy. By D.T. Synz, 
(Boston : Harvard Graduate School of Business Administra. 
tion (London: Bailey Bros. & Swinfen), 1952. Pp. xii + 301, 
30s.) 

Effects of Taxation. Depreciation Adjustments for Price Changes, 
By E. Cary Brown. (Boston: Harvard Graduate School of 
Business Administration (London : Bailey Bros. & Swinfen), 
1952. Pp. xiii + 161. 26s.) 

THESE are the fifth and sixth volumes in the general study 
of the effects of taxation on business which is being conducted 
through the Harvard Graduate School of Business Administra- 
tion. The studies in this series have perhaps not received in this 
country the attention which they deserve. For students of 
taxation they are indispensable, and students of almost any aspect 
of business behaviour and finance will find in them much informa- 
tion and many ideas. These two books are not exceptions. 

One of the purposes of these studies is ‘‘ to put tax factors in 
their proper perspective,” and this requires investigation of non- 
tax considerations. “Thus an enquiry on the effects of taxation 
on a particular type of action becomes a broader enquiry on that 
form of action itself.’ Professor Smith devotes much of his 
book to studying basic problems of corporate financial policy, 
with chapters on new issues, retained earnings and some of the 
problems of new outside finance for small business. British 
readers who are not particularly concerned with taxation will 
probably find these the most useful parts of the book. Among the 
more interesting chapters are those in which the author discusses 
the costs of raising outside capital by issue of shares. He con- 
centrates on the dilution of earnings, asset value and control 
(reduction in earnings, etc., per share), which are likely to result 
from a new issue. The prospect of dilution may frequently deter 
firms from making a new issue, and cause them to rely on retained 
earnings. The discussion of this and other questions is based on 
an extensive field investigation of both widely owned and closely 
controlled corporations. 

This broader inquiry into corporate financing provides the 
background for the study of the effects of the corporation income 
and excess profits taxes. In addition to the examination of the 
effects of taxes on the costs of new issues and on retained earnings, 
there are chapters on the tax advantages of debt financing, and 
the form of organisation and the capital structure of new corpora 
tions. In a number of cases similar effects can be expected from 
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British taxes—for example, in both countries it is to the advantage 
of stockholders paying personal income tax at high rates for com- 
panies to retain earnings, provided that retained earnings increase 
the price of shares. ‘Too much must not be made of the similarity ; 
there are large differences between the taxes of the two countries, 
and, in this field, even apparently small differences of tax structure 
or tax law may be very important. Although its conclusions 
cannot be exported to this country (and that, of course, is no 
criticism), one of the advantages of this book to the reviewer, at 
any rate, is that in it there are so many ideas for an analysis of 
British taxation. The going is heavy in some places, in a few 
otners the argument is rather long-winded ; but, taken as a whole, 
this book is readable, authoritative and rewarding. 

Rising prices and increasing taxes on business have aroused a 
lively debate on the definition of taxable profits. It is refreshing 
to find that Professor Cary Brown gives us that rare thing—a clear 
statement of the issues. His study deals with proposed changes in 
depreciation allowances for tax purposes, not for accounting pur- 
poses. That distinction is frequently ignored. The book begins with 
an analysis of the effects of various price movements on business 
profits on a number of different assumptions about kinds of 
assets (depreciable or financial) and length of life and pattern of 
replacement of depreciable assets. Other chapters examine 
methods, which have been used or proposed, of adjusting depre- 
ciation allowances for price changes. These chapters form the 
background for an examination of the basic question of this study: 
what are the consequences for equity and the economic effects of 
using replacement-cost depreciation for tax purposes? The 
concept of equity which the author thinks most satisfactory is that 
income taxes should be imposed on real income or changes in real 
net worth. The present definition of taxable income results in 
“approximately the appropriate differential in tax ”’ between 
owners of depreciable assets and owners of financial assets. The 
former bear the heavier tax when prices rise. Replacement-cost 
depreciation would remove this differential and would not alter 
the present unsatisfactory treatment of debtors. Its adoption 
would, in the author’s opinion, decrease equity in the tax system. 

Professor Brown then turns to the effects on stability and in- 
vestment. If sharp price rises were combined with high tax rates, 
“the rate of investment might well be lower under historic cost 
depreciation than under replacement cost depreciation.” To a 
reader of the speeches of company chairmen, this seems to be a 


surprisingly over-cautious statement. But the analysis on which 
No, 251—vo.. Lxmt. ZZ 
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it is based seems to justify most, though perhaps not all, of the 
caution. Replacement-cost depreciation is one possible method 
of securing more investment, but as the author rightly points 
out, “‘ there are other ways of reducing business taxes . . . and 

. . other ways of providing business with more funds than through 
tax reduction that must also be considered.”’ 

The argument is generally clear, although in places (especially 
in Chapter Two) it seems to suffer from over-compression, and 
there are one or two minor errors. Anyone who has wrestled 
with this problem will find much that is familiar and will be able 
to suggest points that might have been discussed, e.g., the effect of 
replacement-cost depreciation in narrowing the tax base. But 
he will also find much that is new. 

ATHOLE MACKINTOSH 
University of Birmingham. 


Les Salaires. By Ropert Moss&. (Paris: Librairie Marcel 
Riviére, 1952. Pp. 324. 950 fr.) 


TuE purpose of this book is to provide a survey of the present 
state of our knowledge of wages, which will enable the student to 
come to grips with the subject himself more quickly and effectively 
than he could without a guide. There is first an account and 
appraisal of the development of wages themselves and of the 
thought of the economists about them, from the end of the nine- 
teenth century down to the present day. There follows an account 
of the main statistics of contemporary wages in France, Italy, the 
United Kingdom and the United States. Then comes a biblio- 
graphy, which lists the current sources of reports and studies 
about wages in the international bodies and the main countries 
of the world, and gives a brief account of the contributions of 
each of nearly two hundred authors. The plan is admirable, and 
the purpose of the book is well achieved. It is excellent as an 
introduction for those who are beginning a specialised study of 
wages : it will acquaint them quickly with the kind of work that 
has been done, whet their appetites for discussion, and give them 
the references for their own further studies. Those who have 
already worked long in the field are still likely to come on new and 
useful references in this book, which now itself becomes a standard 
reference for the economics of labour. 

Professor Mossé’s survey of development is lucid and lively. 
Its account both of facts and theory is intelligible of itself, yet 
avoids the clutter of detail which would impede its rapid move- 
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ment. It shows a flair for the affinity and appeal of ideas. Yet 
it could hardly have such limpidity and sparkle unless it took its 
own clear line through controversy; and the one reservation I 
should make in recommending this book to students, is that in his 
account of recent studies Professor Mossé seems to me to give too 
much weight to the personal and political factors which affect 
money wage-rates, and to discard too hastily the properly econo- 
mic analysis of the connection between real wages and produc- 
tivity. He contends that as the simple apparatus of supply and 
demand is adapted to take account of particular features of the 
wage bargain, it becomes more complicated without becoming 
more useful, and can tell us only that all sorts of things are possible. 
Indeed, he holds, the very idea of a labour market dissolves. 
“Labour is not a commodity. A wage is not a price formed in a 
market. ‘Supply’ and ‘Demand’ as labels are mere scrawls. 
It is impossible to say whether there is a relation, and if so what, 
between a workman’s wage and his productivity, between the 
general level of wages and employment, output, prices, money, 
etc.” While in this way the attempt to treat wages as a com- 
ponent of a system of forces, on the analogy of the physical 
sciences, has come to a dead end, the social function of wages 
has changed, from the sole source of the wage-earner’s income to 
only one source among others; and studies by social scientists 
trained in other disciplines have made us increasingly aware of 
how much in actual wage-fixing depends on the imponderables of 
human nature and public opinion. The way forward lies not in 
the now hopeless attempt to make the analysis of price formation 
fit the facts of wage-fixing, but in those political, sociological, and 
psychological studies which alone take account of the operative 
forces. 

My difficulty is not that I dispute the influence of such forces, 
but that a comparative study of the movement of wages over a 
range of periods and places shows more regularities than we 
should expect from those forces alone. The snag in the “ politi- 
cal” explanation of wage movements is that of itself it allows too 
much to happen—let us have a belligerent trade-union movement, 
and a public opinion and a government sympathetic to it, and 
why should the rise in money wage-rates ever stop? But in 
practice there are checks which cannot be explained without 
bringing in other and more properly economic factors. In the 
study of the drama of single instances, moreover, we are apt to see 
what is prominent precisely because it is particular, and overlook 
the factors which though minor in one instance act powerfully on 
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an aggregate of instances because they are common to them all: 
I think the economic factors in wage negotiations are of this kind, 
These reflections apply to money wages, but more strongly still to 
real wages, of which the regularities of behaviour are more marked, 
which clearly are connected with productivity, and which cannot 
be explained by accounts of the fixing of money wages which leave 
any subsequent changes in prices to appear as an act of God, 
“‘ Tf a rise in nominal wages,” says Professor Mossé, “ is followed 
by a rise in prices, the result will possibly be in the end a fall in 
the real wage, contrary to the intentions of the contracting 
parties or the arbitrators. We must therefore consider the 
determination as a complex whole, resulting, on the one side, from 
the decisions of individuals and groups, ... and, on the other, 
from the blind forces of the economy which, through the move- 
ment of prices and quantities, can change the outcome of the 
decisions taken.”” But when methods of economic analysis are 
applied to real wages, these forces of the economy no longer appear 
blind. 


EK. H. Puetes Brown 
London School of Economics. 


Conference on Research in Business Finance. (New York: 


National Bureau of Economic Research, 1952. Pp.,xvili + 
340. $5.00.) 


Tus book is a collection of papers presented at a conference 
held in June 1950 by the Universities—National Bureau Com- 
mittee for Economic Research, in the United States, together with 
comments by some of the participants. 

The papers fall into four groups. The first group summarises 
and reviews the statistical material so far available on the “ sources 
and uses” of business funds in the United States. Loughlin 
F. McHugh describes the development of historical series on 
sources and uses of corporate funds; Charles H. Schmidt reviews 
the material for analysing the effects of business size on sources and 
uses of funds; Lawrence Bridge discusses the financing of invest- 
ment by new firms. Of these the first is of greatest general interest, 
at least to a British reader. Loughlin McHugh’s description of 
the Department of Commerce estimates of sources and uses of 
business funds (which now appear regularly in the Survey of 
Current Business) makes one wish that similar series were com- 
piled in the United Kingdom. Charles Schmidt’s paper is largely 
devoted to reviewing the existing statistical material on the 
financing experience of firms of different sizes and making sug- 
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gestions for its development. The author is plainly much con- 
cerned with the problem of judging the adequacy of the financing 
opportunities of small firms; for this purpose, however, statistical 
material of the kind he describes is not in itself sufficient. As a 
result, his paper is somewhat inconclusive. This also applies to 
the paper by Lawrence Bridge on new firms. 

The second group of papers deals with the factors influencing 
the demand for funds by business enterprises and the problem of 
projecting business capital requirements. Edgar M. Hoover and 
Burton H. Klein analyse the problem and discuss procedures, 
while Albert R. Koch suggests and himself applies a method of 
projecting expenditures and financial requirements of manu- 
facturing corporations under full-employment conditions. These 
papers are of considerable interest, especially in their treatment of 
the problem of projecting fixed capital formation. Attention is 
(rightly) focused on the analysis of the growth of the capital stock, 
and many of the practical problems involved in forecasting its 
future movement are well discussed. Albert Koch’s projection is 
obviously a very primitive affair, but it seems to be a start in the 
right direction. There is a clear need for further research in 
measurement and analysis which might lay the foundation for 
improved techniques of projection. 

The third group of papers consists of an exploratory study by 
Neil H. Jacoby and J. Fred Weston of managerial decisions in 
determining forms of business financing, and a short paper by 
Homer Jones investigating factors influencing the form in which 
funds are made available for business investment. Both of these 
papers are rather inconclusive. Messrs. Jacoby and Weston, after 
demonstrating the inadequacy of present knowledge of their 
subject, offer a long classified list of possible influences on financing 
decisions without much discussion of relative importance or 
mutual relations, and conclude with another long list of subjects 
for further research. This sort of thing surely does not advance 
knowledge much. The paper by Homer Jones betrays something of 
the same preference for asking questions over trying to answer them. 

The fourth group of papers gives theoretical analyses of the 
problems which face businesses when they are taking decisions 
about financing. David Durand discusses the problem of measur- 
ing the costs of debt and equity funds, while Franco Modigliani and 
Morton Zeman consider the effect of the availability of funds, and 
the terms thereof, on business investment. Durand’s paper, which 
is devoted largely to a discussion of methods of capitalising ex- 
pected future earnings, seems to suffer from a lack of clarity about 
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the objectives of the decision-making group in the firm: is it 
supposed to be aiming at maximising the total investment value 
of the enterprise or the total value of the stock? This conflict is 
never clearly resolved. 

The paper by Messrs. Modigliani and Zeman presents a pene- 
trating theoretical analysis of the choice between bond and equity 
financing and subjects the conclusions to empirical testing on 
time-series for the period 1921-49. One may perhaps doubt, 
however, whether the formulation of the “risk factor” really 
covers the ground. The disinclination to finance oneself entirely 
from bond issues is surely not due merely to the fact that expec- 
tations of average future earnings from the new investment are 
liable to error : it also reflects the fact that they must be expected 
to fluctuate from year to year, even if the average level agrees 
with expectations. In years of low earnings it is an embarrass- 
ment, or worse, to be saddled with heavy prior charges. More- 
.over, it is not the extent of expected fluctuations of earnings on 
the new investment alone, but of the total earnings of the firm, 
which are relevant to the financing decision. 

The statistical testing is hampered by the extreme difficulty 
of finding series that can be regarded with any plausibility as 
measuring the expectation factors. The results fail to reveal any 
measurable effect of “risk aversion,’ and this is perhaps not 
altogether surprising in a time-series analysis covering a relatively 
short period. 

It is difficult to sum up the book in a general impression. 
Perhaps more than in most symposia the contributions vary in 
subject, approach and quality. Probably few British economists 
will want to read it from cover to cover, but many will find one or 
other of the articles to be of some interest. It is a sad reflection 
that a United Kingdom conference on the same subject would find 
it hard to fill a volume of anything like the same size. 

W. A. B. Hopxin 


National Institute of Economic and Social Research, 
London. 


Low Tariff Club. A Council of Europe contribution to the study 
of the problem of lowering customs barriers as between 
member countries. (Strasbourg: Council of Europe, 1952. 
Pp. 9 + 118.) 


THE origin of this book was a request by the Committee on 
Economic Questions of the Consultative Assembly of the Council 
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of Europe for a study of “the general problem of the establish- 
ment of a single market in Europe and, in particular, the possi- 
bility of establishing in Europe a ‘ Low Tariff Club’ as a first 
step towards European unification and the abolition of customs 
barriers.” The requested study is presented in Part I of the 
present publication. The meat of the contribution is Professor 
Ohlin’s proposal to reduce intra-European tariffs by the following 
procedure: First, all participating countries would agree by 
convention not to levy against each other any customs duty 
exceeding 35° ad valorem. Second, import duties imposed on 
intra-European trade would be lowered, by stages, to 25% for 
finished goods, to 15° for semi-finished goods and to 5% for raw 
materials. Third, the convention should be open to other 
countries, provided they are willing to accept the obligations 
contained therein. The Secretariat General of the Council of 
Europe have, further, given some consideration to the problem 
of how to reconcile a scheme such as the above for the reduction 
of tariffs in Europe only, with obligations (under the General 
Agreement on Tariffs and Trade and other agreements) to grant 
most-favoured-nation treatment to a host of extra-European 
countries. 

The Secretariat General has added on to its assigned task 
“a theoretical study enabling practical solutions to be explored in 
the light of the general theory of international trade.” Doubtless 
it is important that persons concerned with practical work in this 
field should appreciate that the creation of a common customs area 
really involves, at least insome degree, a common taxation policy, 
a common budgetary policy, a common employment policy, a 
common investment policy and a common defence policy between 
the members of the countries participating in the customs union. 
The “theoretical study ” appended to the main Report con- 
tributes something to an appreciation of this fact. It might, 
however, have been more useful if the Secretariat General had 
followed rather more closely the Committee’s instructions, that is, 
if they had devoted the greater part of their space to the solution 
of the practical problems of the Low Tariff Club and less space 
to their “‘ theoretical study.” As it is, the “ theoretical study ” 
is far longer than the main Report. Parts of this study do bear 
upon the technical problems to be solved (e.g., Ch. 7), but other 
parts (Chs. 2, 3 and 5) seem to add little to practical knowledge, 
and to be of questionable validity as pure theory. 

HELEN MaKoWER 

London School of Economics. 
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The International Labour Code 1951. Tue INTERNATIONAL 
LaBouR OFFICE. (2 volumes). (Geneva: The International 
Labour Office, 1952. Vol. I. Pp. v +1181. Vol. II, 
Pp. v + 1220. 60s.) 


In 1941, when the future of the world lay in darkness, the 
International Labour Office published The International Labour 
Code 1939. It was “ to be used according to circumstances either 
as the last will and testament of the Organisation or as an essential 
part of the title deeds to the future.”’ In either case its publica- 
tion meant an act of faith in the future of the world. At the same 
time it proved that no post-war scheme of reconstruction could do 
without the experience and guidance of an international authority 
such as the International Labour Office. Now, ten years later, 
The International Labour Code 1951 has become available. It 
renders account of thirty years of faithful labour for the benefit of 
labour. It is indeed a monumental work about which it must be 
said that administrators, students of social policy and lawyers 
alike will find it both fascinating and indispensable. Their 
gratitude, admiration and respect are due to Mr. Jenks, the 
Assistant Director-General and Legal Adviser to the International 
Labour Office, whose name does not even appear on the title- 
page, but whose initiative has brought about the publication of 
the earlier volume as well as the two recent volumes, and whose 
scholarship and sense of responsibility pervade the work and give 
it its unique character. Having said this much, a reviewer ought 
to proceed with an elaborate discussion of what he genuinely 
regards as a great achievement, but the riches of this work are 
such that within the allotted space he cannot do much more than 
attract the reader’s attention by a description of the contents and 
purpose of these volumes. 

If the General Conference of the International Labour Office, 
the Parliament of its sixty-five member states, by a majority of 
two-thirds has decided to adopt a proposal on the agenda, it may 
by the same majority embody its decision in international Con- 
ventions or in Recommendations. The former, which at present 
comprise 100, are “ obligation-creating.”’ The latter, of which 
ninety-two exist, are merely “ standard-defining ”’ instruments or 
“ guides to national action.” Theoretically the distinction be- 
tween the two types of instruments seems to be clear and well 
defined. But, as the Preface explains (p. lxviii), it is ‘‘ less abso- 
lute in practice than in legal principle. Experience has shown 
that Conventions produce a substantial part of their practical 





1953] THE INTERNATIONAL LABOUR CODE, 1951 695 


effect as standard-defining rather than as obligation-creating 
instruments.”” In these circumstances (which should be carefully 
considered by those interested in the nature and making of law) it 
became possible to combine both Conventions and Recommenda- 
tions into a single Code of 1,666 Articles, though each of the 
175 Chapters is subdivided into Obligations and Recommenda- 
tions. Therefore The International Labour Code 1951 ‘is not 
primarily a code of international obligations, but a code of inter- 
nationally approved standards, certain of which are capable of 
becoming, and have in many cases become, binding upon States 
by reason of the ratification by those States of the relevant 
international labour Conventions, and in respect of all of which 
members of the Organisation have an obligation to report on the 
position of their nationa! law and practice at appropriate intervals 
as requested by the Governing Body ” (Preface, p. Ixx). But in 
the exercise of its standard-defining functions the International 
labour Office has also adopted a third, less formal procedure 
which has resulted in numerous resolutions, conclusions and 
reports adopted by expert committees and ad hoc conferences, 
bodies representing particular industries (such as the Joint 
Maritime Commission, Industrial Committees, the Permanent 
Agricultural Committee), regional conferences and other bodies. 
The standards of policy laid down in these various ways have for 
the first time been systematically collected in the second volume 
of the work under review. They are valuable guides, though, of 
course, they do not enjoy T'he International Labour Code’s “‘ unique 
prestige of having been approved by a two-thirds majority in a 
world industrial parliament in which Governments, employers 
and workers are all represented ”’ (Preface, p. lxviii). 

Whoever desires to be informed about minimum standards in 
the field of labour policy in the world (and the International 
Labour Office is only concerned with minimum standards) will 
recognise J'he International Labour Code 1951 and its Appendices 
as the paramount source of instruction. The field is indicated 
by the headings of the Code’s twelve books: employment and 
unemployment; general conditions of employment; employment 
of children and young persons; employment of women; in- 
dustrial health, safety and welfare; social security; industrial 
relations; the administration of social legislation; the inter- 
national seafarer’s code; social policy in non-metropolitan 
territories; migration; and statistics and other information. 
There are also copious notes giving particulars of ratifications and 
references to preparatory material, literature and so forth. 
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In his Foreword the Director-General, Mr. David A. Morse, 
points to the fact that the International Labour Office and its 
achievement rests on agreement and consent: “The Inter. 
national Labour Code, as such, binds no one. It is a code of 
standards, evolved by tripartite discussion, substantial parts of 
which have been widely accepted as binding by the ratification 
of the relevant Conventions by the countries concerned.” Let 
those who frequently despair of, or are impatient with, the 
development of international law, be heartened and guided by 
the example of the International Labour Office and its Code. 


F. A. Mann 
London. 


The Danish System of Labor Relations—A Study in Industrial 
Peace. By WautteR GALENSON. (Cambridge, Mass.: Har- 
vard University Press (London: Geoffrey Cumberlege), 1952. 
Pp. xiii + 321. 25s.) 


Tus book gives a comprehensive picture of the structure and 
methods of industrial relations in Denmark. When comparisons 
are drawn they are mainly with Norway and Sweden, but interest- 
ing contrasts are occasionally suggested with Britain and the 


United States. 

The distinctive feature of Danish industrial relations is that of 
a powerful employers’ central federation which has endeavoured, 
with some success, to prevent the trade unions from playing of 
not only one employer against another but also one industry 
against another. This has been done by ensuring that the annual 
date for expiry or revision of the collective agreements for all 
industries is the same, by binding the members of the employers’ 
central federation not to make general increases in wages without 
the consent of the central federation and by placing a large share 
of the responsibility for the final negotiations (failing settlement 
within the individual industries themselves) on the central 
employers’ and workers’ federations. 

Other notable features of the Danish system include the sharp 
contrast between disputes regarding rights and disputes regarding 
interests. The former are regarded as judiciable, and come before 
the Labour Court or Industrial Arbitration Boards. These bodies 
can enforce their decisions, the Boards having power to award 
damages and the Court having the additional power to impose 
fines. Disputes concerning interests, on the other hand, are the 
subject of negotiation and mediation. All of this procedure, 
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even to the extent that it involves Government intervention, has 
been built up with the agreement of the employers and workers, 
who, on the whole, despite occasional irritation at adverse de- 
cisions, have desired its continuance. It is the one remaining 
stage in the system of industrial relations—what happens failing 
agreement in disputes over interests—which has caused contro- 
versy in Denmark. Failure to achieve agreement in collective 
bargaining has been followed on a number of occasions in recent 
years by the imposition by means of ad hoc legislation of terms 
upon the parties. In most cases the terms so imposed have been 
those proposed by the Government mediator in the earlier stages 
of negotiation. The reaction of the employers to this departure 
from the principles of free collective bargaining has been more 
adverse than that of the workers—a circumstance which may be 
explained by the fact that the terms imposed have usually been 
those previously rejected by the employers. 

All this and much more that is novel and interesting in the 
Danish system of industrial relations is narrated and expounded 
by Professor Galenson with admirable precision and clarity. 
We see the system as it is laid down in agreements and legislation, 
and we see how it works in practice. What, however, are the con- 
clusions to be drawn and the lessons to be learned? In the first 
place, the system has led to a remarkable degree of stability over 
long periods in wage levels, but the author concludes that it has 
also led to a degree of rigidity in the wage structure which may 
have hampered industrial development. He suggests, too, that 
the system which has grown up in Denmark has given the country 
an impressive degree of freedom from labour conflict. However 
impressive the record may appear to American readers, it will 
appear less so to some here. Figures of days lost by labour 
stoppages have in several countries become so small as to cease 
to be significant, and are, in any event, difficult of comparison. 
Nevertheless, the figures published by the International Labour 
Office in its Year Book of Labour Statistics for number of days lost 
per 1,000 persons employed in mining, manufacturing, construc- 
tion and transport show that, for both the five-year periods 
immediately preceding and succeeding the Second World War, the 
Danish record was less favourable than that of a number of 
European countries, including the Netherlands, Switzerland and 
the United Kingdom. 

The author shows that the system has also led to a degree of 
centralisation of wage policy which it is unusual to find associated 
with a considerable degree of freedom of collective bargaining. 
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He questions whether it has not, however, at the same time led to 
a “spirit of corporatism ” which is not conducive to industrial 
efficiency and expansion. While warning against any attempt at 
literal transplantation of Danish institutions to an alien soil, he 
suggests—and it may be regarded as his main conclusion—that 
the Danish experience may throw new light on the problems of 
other countries which are endeavouring to solve economic prob- 
lems through means which are consonant with political democracy, 


H. 8. Krrxatpy 
Queens’ College, 
Cambridge. 


The Miners: Years of Struggle. By R. Pace Arnot. (London: 
Allen & Unwin, 1953. Pp. 567. 35s.) 

In this second volume Mr. Page Arnot carries his history of 
the Miners’ Federation from 1910 up to, and a little beyond, the 
General Strike of 1926. He is a tendentious historian, who sets 
out on his journey with his mind already made up and with no 
disposition to see the other side of any case in which the Miners’ 
Federation was involved. Within this limitation he tells his 
story well and effectively, with adequate documentation and the 
capacity to expound a matter clearly and to make even the more 
complicated issues interesting. As a Communist, he cannot 
resist the temptation of turning aside now and then to extol the 
doings of the Communist Party, or to laud the help given by the 
Russian miners to their British comrades; but on the whole he 
has exercised restraint in this respect—as he doubtless needed 
to do in his capacity of official historian of the Miners’ Federation. 

His narrative, long though it is (567 pages), is strictly an 
account of the Miners’ Federation of Great Britain rather than 
of the miners’ movement as a whole. Except where a particular 
strike took on a national importance, he has little to say about 
developments in the separate coal-fields: he is intent rather 
on recording the national struggle of the Federation for public 
ownership and for the determination of wages and conditions 
by national bargaining. His story opens with the Federation's 
attempts before 1914 to secure a national minimum and a unified 
basis for wage-negotiation, and also improved safety legisla- 
tion. At this stage the miners were already pressing for national- 
isation: and Mr. Arnot analyses the differences between their 
Nationalisation Bill of 1912 and the proposals for a largely repre- 
sentative Mining Council which they put before the Sankey 
Commission in 1919, when their leaders were largely under Guild 
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Socialist influence. He also studies more briefly their later 
reaction against “ workers’ control’ and their acceptance of the 
form of public corporation advocated by the Labour Party from 
the 1930s; but these later developments fall for the most part 
beyond the scope of the present volume. 

In this volume attention is focused chiefly on the succession 
of disputes which occurred between 1919 and the General Strike of 
1926, and involved at every stage appeals from the miners for 
help from the Trade Union movement as a whole. When, in 
1919, the Lloyd George Government refused to carry into effect 
the report of a majority of the Sankey Commission in favour of 
nationalising the mines, the Miners’ Federation appealed to the 
Trades Union Congress in the vain hope of securing its support 
for a strike policy intended to force the Government’s hand. 
Failing in this, the Federation turned, in 1920 and 1921, to its 
partners in the Triple Industrial Alliance for help, first in enforcing 
their claim to a wage-increase and then in resisting the wage- 
reductions demanded by the colliery owners when the Government 
decontrolled the industry at the beginning of the post-war slump. 
Disappointed, on ‘‘ Black Friday,” by the defection of their 
allies, the Miners’ Federation leaders turned again, at the next 
serious crisis, to the Trades Union Congress, and were successful 
in winning its help against the owners and the Government in 
1925. On that occasion the Government, unready to face a 
general strike, bought time by the expedient of a temporary 
subsidy; and when the crisis recurred the following year the 
Trades Union Congress found itself virtually committed to strike 
action in the miners’ defence. The General Strike followed, 
but was ignominously called off after nine days: the Miners’ 
Federation, refusing to recognise defeat, struggled on for months 
until its members were driven back to work by sheer starvation. 

Behind these successive collapses lay an unresolved issue of 
Trade Union democracy. First the miners’ partners in the Triple 
Alliance and, later, the Trades Union Congress General Council 
claimed that when other Unions called their members out in the 
miners’ support the right to decide what terms of settlement 
should be accepted should pass from the Miners’ Federation to the 
whole of the Unions involved in the dispute. The miners’ leaders, 
wedded to a theory of democracy which required them on every 
occasion to seek a mandate from their own members, and to accept 
their members’ decision, would never agree to surrender the 
tight to decide on terms of settlement into anyone else’s hands. 
On this rock broke first the Triple Alliance and then the attempt to 
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support the miners by united Trade Union action in 1926. On the 
issues involved in these recurrent disputes Mr. Arnot takes his 
stand unquestioningly on the miners’ side—so much so that he fails 
to provide any fair statement of the opposing case or even to make 
the situation clear. Even if he is correct in saying that in 1925-26 
the Trades Union Congress General Council made no proper pre- 
parations for the coming struggle and that there were among its 
members individuals who were seeking from the outset pretexts 
for letting the miners down, it remains true that the miners were 
exceedingly awkward allies, and that under the leadership of 
Herbert Smith and Arthur Cook they followed a stubborn policy 
that could not possibly have succeeded unless the General Strike 
had turned into a revolution—which practically no one on the 
Labour side wanted it to do. That the coal industry in the 
1920s was faced with economic problems which nationalisation 
could have done but little to solve, at any rate in the short run, 
was evident even at the time; but the reader of this book will 
have to read that between the lines of Mr. Arnot’s narrative. 

Despite this obvious partisanship, the book is good—a great 
deal better than the previous volume, which was put together 
without nearly enough research. For the period covered in the 
present volume Mr. Arnot knows his facts at first hand, and has the 
full records of the Miners’ Federation to keep him on the right 
track. His hero is Arthur Cook, that impassioned leader who was 
so largely responsible, by the very qualities of sincerity and simple 
revolutionary fervour which constituted his appeal, for leading 
the miners to the disaster of 1926. It can be argued—and Mr. 
Arnot does argue—that in bringing this calamity upon them- 
selves the miners saved the soul of the Trade Union movement and 
helped to protect other Trade Unionists from a like fate. There 
is much in that; but it is not the whole story. Even if the 
miners were justified in fighting on after the General Strike had 
collapsed, there was no purpose in fighting long after defeat had 
become inevitable and prolongation of the struggle was bound 
to make the final terms of settlement even worse. To say this is 
not at all to exempt the Government of the day from Mr. Arnot’s 
accusation of having been false to its own pretences of impartiality 
and of having deliberately provoked the General Strike when it 
could have been avoided by honest dealing. But when the full 
history comes to be written objectively it will hardly be in such 
colours of black and white as suit Mr. Arnot’s purpose. 

All Souls College, G. D. H. CoLe 

Oxford. 
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The Life and Times of Sir Edwin Chadwick. By 8. E. Finer. 
(London: Methuen, 1952. Pp. x + 555. 42s.) 


AN adequate account of the life and personality of Edwin 
Chadwick has long been overdue. Not only was he for several 
years one of the most hated men in Britain, but his name is 
inseparable from the tremendous innovation of the New Poor 
Law of 1834 and from the perhaps equally notable innovation 
of the ‘‘ sanitary idea,” the idea, that is to say, that the towns 
of the 1840s could not survive with a system of water supply 
and refuse removal handed down with comparatively slight 
alteration from the times of Henry VIII. Chadwick’s work, 
indeed, was essential to the process of industrialisation itself. 
His New Poor Law liberated the half-employed agricultural 
labourers of southern England for more productive employment ; 
ond his ‘‘sanitary idea” sought to ensure that, should these 
labourers come to the towns in search of work, their lives would 
not at once be imperilled by official incompetence, corruption and 
neglect. 

Bentham’s writings on jurisprudence depicted the task of 
government as the reconciling of private with public interests ; 
Chadwick’s life was devoted to promoting this reconciliation. 
He did not, as his opponents asserted, hanker after centralisation 
for its own sake; he wanted what he believed to be the most 
efficient means to secure the conditions for the ideal functioning of 
private enterprise, and this was not altered by the fact that as 
time passed he saw more and more need for government activity. 
His interpretation of laissez-faire was thus such as to ally him 
more nearly with Marshall than with Senior, Torrens or James 
Mill. His views on raising the standard of living of the working 
people, on the other hand, were, if anything, behind those of his 
non-Malthusian contemporaries. He believed that social amel- 
ioration could be achieved only through increased production ; 
but this led him to be willing to impose the severest sufferings upon 
the poor in the name of their future well-being. He believed, as 
Professor Finer emphasises, that “‘ truck should be encouraged, 
trade unions curbed, the ten hours’ day shelved for the twelve 
hours’ day. Capital meant productivity; more capital, more 
productivity ; and more productivity, more well-being ” (p. 27). 
But misery to-day will not guarantee happiness hereafter, any 
more in the economic than in the moral world; and in the hands 
of a ruthless bureaucrat such a doctrine too easily comes to con- 
fuse means with ends. 
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Such facts of Chadwick’s life and opinions are well brought 
out in Professor Finer’s scholarly study, and he also makes clear 
the two main difficulties with which Chadwick had to contend— 
the contemporary system of government and his own character, 
The great political families of the day were given to nepotism, 
and urban governments to cruder forms of corruption ; both stood in 
Chadwick’s path. But few men can have made so many difficulties 
for themselves. Resolute and yet by the same token obstinate, 
incapable of compromise or of giving way gracefully, Chadwick 
was as unswerving in his devotion to a bad as to a good cause, 
From experience he learned nothing, and his conviction of his 
own rightness led him into a search for personal power. Con- 
vinced that no one else had the knowledge or the ability to do as 
much good as he in his chosen spheres, he rode roughshod over 
opposition, coerced majorities without a scruple, and always 
looked upon public opinion as something to be led: Professor 
Finer points out that this attitude appears as early as 1832 in the 
fragment on “ Police’: “ ‘the law must be made to conform to 
public opinion or the public opinion must, by means of public 
instruction, be made to conform to the law.’ It was the second 
alternative which he followed ”’ (p. 477). 

The great bulk of the book is about Chadwick personally and 
about the controversies—many of which have now lost their 
interest—in which he was engaged. Professor Finer is dis- 
appointing only when he deals with the background to Chadwick's 
work and thought. Is it judicious to say, for example, that after 
1815 “‘ blue-blooded Cabinets grappled dazedly with strenuous 
novel forces which none of them could comprehend ”? (p. 19). 
Some of these Cabinets, after all, contained Peel and Huskisson. 
Is Melbourne, admittedly a product of eighteenth-century 
culture, best described as one who “ astonished delegations and 
informants by cuddling cushions or playfully pursuing a feather ” ! 
(p. 21). In what sense can it be maintained that the Poor Laws 
“regulated the migration of labour”? (p. 40). (It is a pity, 
incidentally, that the operatives’ accusation that assisted migra- 
tion in the 1830s was “organised black-legging ”’ is left un- 
examined.) Is it true that the depression of 1837-42 was “ the 
worst in English history” (p. 181), and why could “ only repeal 
of the Corn Laws . . . restart the factories’? (p. 184). Com- 
plaints of this sort could be multiplied rather easily. Also, it 
would be interesting to know the reasons behind some of Chad- 
wick’s views on economic matters. Did he, for example, derive 
his hostility to trade unions from Senior, who objected to them 
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on the ground that they retarded technical progress? And was 
his belief (which Professor Finer shares) “ that capital-equipment 
per head only increased as the masters’ profits increased ”’ (p. 
56) derived from the evidence (which seems to be against it), 
or was it a generalisation of one of Ricardo’s views on this sub- 
ject? Professor Finer rather leaves Chadwick in a sort of 
splendid intellectual isolation, apart from his dependence upon 
Bentham; and he seems somewhat to under-rate the influence 
of Malthus upon the early nineteenth century. 

The book is much more readable than the subject would lead 
one to expect. Chadwick was a dull fellow (it was noted in the 
Political Economy Club that, ‘“ It is one of the few unquestioned 
privileges of old age to be a bore, and this great man, I fear, 
discounted too freely, too early, and too heavily this privilege ” 
(p. 509)), and sanitation and the poor law are not conspicuously 
heart-warming topics. Yet only a chapter here and there— 
most notably among those concerned with the interminable 
squabbles involving the Board of Health—leaves the reader 


wishing that it were shorter. 
A. J. Youneson Brown 


Cambridge. 


Welfare Economics in English Utopias from Francis Bacon to 
Adam Smith. By J. K. Fuz. (The Hague: Martinus 
Nijhoff, 1952. Pp. 113.) 

Some Utopias have an economic problem, and others assume 
away all their economic scarcities and so are not within Dr. 
Fuz’s scope. Those that he selects, beginning with Bacon in 
1629 and ending with Wallace in 1761, are divided into individual- 
ists (Bellers and Mandeville), collectivists (Wistanley, Plockhoy 
and Wallace) and seventeenth-century Fabians (Hartlib, Cham- 
berlen, Goffe}, and it is in the economic values revealed by their 
plans to change or amend a society passing through great econo- 
mie and political convulsions that his interest chiefly lies. The 
Utopians were interested in ‘‘ the welfare of an individual, includ- 
ing his education and social security, the elimination of poverty 
or unemployment as such, or of some other socio-economic 
disorder,” while the other welfare theorists, the Mercantilists, 
were interested more in the growth of state power and wealth, 
so that Dr. Fuz says their “only common feature . . . is the 
increase of physical output.”’ This is an interesting division in 
the light of Dr. Talmon’s distinction in “The Origins of Totali- 


tarian Democracy ” between the libertarianism of seventeenth- 
No. 251—vou, Lxttt. 3A 
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century Utopians and more modern blue-prints, a distinction 
arising partly from the fact that the Utopians were swimming 
against a tide in the main part of their works, so that the precedents 
Dr. Fuz notes for modern policies are incidental and not neces- 
sarily seminal. Wistanley is the exception, as Dr. Talmon 
implies. 

Bacon had no coherent views on the economic problems of 
his Nova Atlantis, but Dr. Fuz regards his work as important 
for the later history of Utopias, because for the first time organised 
and unlimited scientific progress is held to be the only way of 
maintaining human progress, and this view is fundamental to 
most of the other writers. Hartlib’s Macaria (‘‘the place of 
felicity ’’), for example, requires a highly organised and very 
rationalist state apparatus to develop agriculture and fishing, using 
the revenues of the Crown lands for this and abolishing all taxation 
except for a 5% inheritance tax and a progressive penal tax 
for unenterprising landowners. Hartlib, as befits a Pole with an 
English mother, who “lived these 30 years in England, being 
familiarly acquainted with the best of Archbishops, bishops, 
Earls, viscounts . . . Ministers, Professors of both Universities, 
Merchants, and all sorts of learned or in any kind usefull men ”, 
occupying himself with aiding Protestant refugees, was interested 
in the development of Plantations, to admit the surplus population 
of Macaria. 

Chamberlen, the third Cambridge man among the nine, 
‘‘wanted to nationalise the royal and clerical estates, commons, 
forests, wastes and mines, and have a development plan to pro- 
vide for the poor”’ by increasing the national income. In that 
more self-reliant age underdeveloped countries had no aid, only 
trade, so he advocated an active trade policy. Goffe, too, who 
sat on the court that sentenced Charles I, wanted to industrialise 
to provide employment. 

Wistanley, the first of Dr. Fuz’s three Collectivists, abolished 
money and had output targets achieved under the guidance of 
elected overseers. All these Overlords meet in the office of Over- 
seership, where all people are kept “‘ within a peaceable harmony 
of Trades, Sciences, or Works.” There was full employment of all 
up to the age of forty, then idleness until the age of sixty, when they 
became overseers. Everything is free and abundant: “ If any 
persons be sick or wounded the Chyrurgeons . . . shall go when 
they are sent for to any who need their help, but require no 
reward.” Academic education is the exception: “ Traditional 
Knowledge, which is attained by reading, or by the instruction 
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of others, and not practical, . . . leads to an idle life, and this is 
not good.” 

And so they goon. The most interesting thing is that of the 
nine, four are continentals or of continental origin, and one a Scot. 
All were active Protestants with somewhere in the background 
a tinge of persecution for their dissenting beliefs. There is little 
theory about their ideals, as one would expect but for the title, and 
indeed the book is about their policies rather than their theories. 
But their intense concern with increasing production is sympa- 
thetic, and it is a pleasant idea to have quantitative estimates 


based on Gregory King. 
J. E. VaizEy 
Queens’ College, 
Cambridge. 


Catalogue of Adam Smith's Library in the Possession of the Univer- 
sity of Tokyo. Edited by Tapao Yanarmara. (Tokyo: 
Iwanami Shoten, 1951. Pp. ix + 126. Yen 350.) 


THE publication of this Catalogue of Adam Smith’s Library is 
a long-awaited event. When James Bonar catalogued Adam 
Smith’s library in 1894 for the Economic Club he lacked much 
information. A second edition prepared by Bonar for the Royal 
Economic Society, and published in 1932, was a great improvement 
over the first. He was able to make some additions and certain 
factual corrections but unable to check the items against a list 
of books made by Smith of his own library. 

Smith willed his library to his cousin, David Douglas, later 
Lord Reston, who at his death gave it to his two daughters, 
Mrs. Cunningham of Prestonpans and Mrs. Bannerman of Edin- 
burgh. The major portions of the original library are in the 
University of Glasgow (Bannerman Collection) and the Univer- 
sity of Glasgow and Queen’s University, Belfast (Cunningham 
Collection). Some of the original Cunningham portion was 
bought in London in 1920 by Professor I. Nitobe, who placed them 
in the Imperial University, Tokyo. In Bonar’s Catalogue the 
Japanese items are identified by the letter “J”. 

Bonar was supplied by a Japanese correspondent with a list 
of the books in Japan, but the list contained errors. One entry, 
“A Catalogue of Books belonging to A. S. [sic] 1761 f4 I” (see 
Bonar, p. 174) caused him to refer to this item as ‘‘ one of unique 
value.” He further adds, ‘‘ This list made either for or by Adam 
Smith himself, would show what was in his library at that date 
when he was Professor at Glasgow and had published the Moral 
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Sentiments, but no book on economics.”’ This item has always 
intrigued both British and American scholars. Dr. Bonar 
himself remarks, “‘ Perhaps our Japanese friends will satisfy our 
curiosity in this matter” (p. 214). The mystery of the wrong 
date given by Bonar as 1761 was cleared up by Professor W. R. 
Scott (Adam Smith as Student and Professor, pp. 172 and 390) 
who discovered the date to be 1781 and not 1761. 

The volume under review clears up two things. First, it 
corrects the Bonar Catalogue listing of items now in Japan. 
Second, it gives, for the first time, the contents of the volume 
which was Smith’s own catalogue of his library. The Japanese 
collection consists of 141 books or entries (308 volumes) of which 
62 books or entries (98 volumes) are in English, 34 books or 
entries (43 volumes) in Latin, 28 books or entries (92 volumes) in 
French, 15 books (73 volumes) in Italian and 2 books (2 volumes) 
in German. The subjects cover a wide range of philosophy, 
literature and poetry, politics, history, geography, religion, 
natural history, art, language, mathematics and the like, but no 
book on economics save his own chief work and a German trans- 
lation thereof. 

An appendix, which is probably of greater interest, prints in 
full the contents of the item Catalogue of Books Belonging to Adam 
Smith, Esquire, 1781. This was prepared by or for Smith and 
written in longhand not by Smith but probably by a clerk. It 
contains about 1,120 books or entries (2,300 volumes). He useda 
curious method of identifying and locating his books in what he 
called “ Divisions.” The eighty-seven sheets of the handwritten 
book show the items as being located in his own cases in the 
“upper row” or “lying on the top,” “left hand book case, 
shelf Ist, shelf 2nd,” “ book in locked press left hand window 
book case,” and soon. The entries are brief and contain only the 
name of the book, number of volumes if more than one, but no 
date or place of publication. 

In making this information available our Japanese friends have 
rendered a distinct service. Professor Yanaihara has carefully 
checked and listed the page references for each item against the 
Bonar Catalogue. The student will discover that many items in 
the catalogue of 1781 do not appear in the Bonar volume. 

J. F. Brett 
University of Illinois. 
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The Farmer’s Tools, 1500-1900. By G. E. Fussntu. (London : 
Melrose, 1952. Pp. 246. 42s.) 


In a scholarly work Mr. G. E. Fussell has presented a history 
of farm implements and machinery from the sixteenth to the end 
of the nineteenth century. Although manual tools are men- 
tioned, there is little discussion of their evolution and improve- 
ment. An “implement” is defined as something inert, having no 
internal working parts essential to its operation, such as a plough, 
while a ‘‘ machine” has internal working parts essential to its 
operation, such as a seed drill or a reaper. With one exception 
in that potato planters are treated in the harvesting section, 
treatment follows the agricultural seasons and processes from 
drainage, cultivations and seed-time to harvest and then to 
animal husbandry. Treatment is mainly technical. It is 
admitted that little reference is made to general history, but there 
is strangely little to changes in the techniques and processes of 
agriculture or in its economic environment. These may be often 
inferred from changes in equipment, but there was commonly a 
long lag between invention, exhibition, demonstration and wide- 
spread use on farms. The course of development was directed 
by curiosity, propensity to experiment, emulation, competition 
and even jealousy, together with economic opportunities and 
pressures. In the earlier periods promotion of ideas and experi- 
mental construction was largely by agricultural theorists and by 
well-to-do farmers and some landlords, assisted by local artificers. 
Local agricultural societies and the Royal Society of Arts fostered 
experiments and demonstrations in the eighteenth and early 
nineteenth centuries, and after 1839 were led by the Royal 
Agricultural Society. Much of the early construction was done by 
local smiths and wheelwrights, but as each machine was developed, 
local firms specialised to some extent in its production and 
promotion of use. There is evidence of the very wide distribution 
of local foundries with capacity for development and enterprise. 
But as the design and construction of implements and machines 
became firmly known, specialist firms of agricultural engineers 
developed. Contracting service in the use of new equipment 
frequently appeared. 

Invention and application were highly subject to the wide 
variety of soils and sizes, shapes and contours of fields; to the 
previous customary types of implements in use and to local 
preferences and even prejudices. Application was frequently 
hindered by conditions of transport. Apparently there was little 
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consideration of mechanical principles before the second quarter 
of the nineteenth century, and although there was much publicity 
in various forms, most inventors and adaptors individually 
puzzled through their own problems. And often, as in the cases of 
the reaper and the threshing machine, the first attempts were to 
copy manual and other previous processes: the sickle and the 
scythe for reaping; the flail and the flax-mill for threshing. No 
progress was made until new principles were applied. 

The processes and purposes for which new implements and 
machines were desired were extremely complex. In the case of 
the drill there were problems of depth of sowing, of distance be- 
tween rows, of regulating the flow of seed and of fitting the drill 
points to the varying contours of the soil. With the reaper there 
were problems of the cutting mechanism, of avoiding necessity 
for the horse or man to walk in the uncut grain, of pushing or 
pulling, of holding the straw to the cutting mechanism, of de- 
livering the cut grain in a swathe or bundles. And as these were 
solved there was the problem of binding sheaves, first solved by 
wire and then by twine. Threshing posed two sets of problems— 
of fully removing grain from straw without bruising or splitting 
grain and without too much damage to straw needed for thatch- 
ing; then of separating grain from chaff and the sound grain from 
the under-sized and from weed seeds, and generally cleaning and 
sacking the grain for market or storage. 

Application was always subject to failures of understanding and 
appreciation on the part of users, both farmers and farm-workers. 
On the difficulties of securing widespread use of the drill, Mr. 
Fussell says “‘ human limitations were the more decisive.” It is 
at such points that the economic historian will miss any connected 
treatment of economic and social conditions, and must find 
relationships for himself or make his own inferences. For 
instance, in the case of grain production, harvesting processes 
everywhere required additional farm labour, sometimes the whole 
village population, up to 1880, and in some localities practically 
to the end of the century. Whereas the threshing-machine, which 
had become very common by 1860 and practically universal by 
1880, robbed workers of their winter employment of threshing in 
the barns with the flail. Seasonal unemployment, accompanied 
by demands for allotments, was rife in many districts. ‘‘ Three 
acres and a cow” can be closely related to this discrepancy in 
developments. 

The objects of improvement in farm implements and machinery 
were multitudinous. Among them, those of securing better 
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cultivations, better coverage and more economical use of seeds, 
and thus higher or more economical yields of crops; to lighten 
draft, reduce requirement of muscular energy of animals and 
men; and secure economy in use of land and power while im- 
proving processes for their end purposes. Speed of work, ability 
to conduct processes during the most favourable periods, were 
also important. The change in source of power from the ox to 
the horse had a close connection with these purposes. Next in 
importance were the securing of higher yields from crops in both 
growing and harvesting processes, the production of more satis- 
factory end products, the reduction of requirements of seasonal 
labour and sometimes the securing of more freedom in employment 
of refractory workers. In anima] husbandry the aim was first to 
secure greater variety and higher standards of animal feeding as 
understood in various phases of development—as illustrated by 
changes in barn machinery—and later to economise in labour, and 
thus lower the cost and improve the quality of products—as in the 
case of the milking-machine and the cream separator. 

Achievements in respect of these and other purposes made an 
enormous contribution to the industrialisation of Great Britain 
and the increase in national wealth during the late eighteenth and 
nineteenth centuries. 

Mr. Fussell’s work relates primarily to Great Britain. While 
there are some references to European countries and to the United 
States of America, a fuller review of the history of farm and 
related equipment would require more extensive reference to 
external developments. The work includes a short glossary of 
terms, notes of references covering some seventeen pages, a 
general bibliography of five pages and an index. Readers will 
find some handicap in referring to illustrations, which often pre- 
cede the relevant text by several pages. At some points drawings 
of working parts of implements, and particularly machines, would 
usefully supplement descriptions in the text and serve the more 
technical purposes of the work. In spite of its limitations, use of 
this work will be essential for any revision or development in the 
economic and social history of agriculture in the eighteenth and 


nineteenth centuries. 
A. W. AsHBY 


Ozford. 
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Studies in Roman Economic and Social History, in Honor of Allan 
Chester Johnson. Edited by P. R. CoLEmMan-Nortoy, 
(Princeton, New Jersey : Princeton University Press (Lon- 
don: Geoffrey Cumberlege), 1952. Pp. xiii+-373. 32s. 6d.) 


In this Festschrift twenty-three American, British and Conti- 
nental scholars offer short papers in honour of Professor A. (, 
Johnson, who in the course of some forty years at Princeton has 
made many important contributions to the study of Roman 
history. Many of the articles are highly specialised, but even those 
who are not classical scholars may profitably read, for example, 
the useful brief summary by the late Mr. M. P. Charlesworth, 
“Roman Trade with India”; a very interesting study by Pro- 
fessor C. Bradford Welles, “The Population of Roman Dura”; 
and a well-documented account by Professor Glanville Downey of 
“The Economic Crisis at Antioch under Julian the Apostate ” in 
362-3, one of the very few occasions in antiquity on which we have 
some really valuable information about a local famine. Professor 
T. R. 8. Broughton, by showing from a recently discovered in- 
scription that the Hellenistic kings did not confiscate the land of 
Zeus of Aizani in Phrygia, but actually added to it, removes what 
seemed to be the one piece of evidence in favour of Ramsay’s 
once popular theory that much of the land of Asia Minor was 
owned in pre-Classical times by temples, from which it was taken 
by the Hellenistic kings andthe Romans. Professor Ronald Syme, 
who appears to set out with the modest aim of proving that 
* Thubuscum ” in Tacitus, Annals iv. 24.1, is Thubursicu Numi- 
darum, proceeds to make a series of instructive comments on the 
gradual Romanisation—that is to say, urbanisation—of Numidia. 
Professor André Piganiol, “ Sur le calendrier brontoscopique de 
Nigidius Figulus,’”’ discusses that curious document, the calendar 
of interpretations of thunder-omens, showing an obsession with 
civil strife between upper and lower classes, which John Lydus 
inserted in his De Ostentis. Professor Piganiol sees Babylonian 
and Etruscan elements, but places the substantive compilation in 
late Republican times and refuses to admit Byzantine interpola- 
tion. 

Three papers are concerned with early Christianity. Professor 
Andreas Alféldi, ‘“‘ The Initials of Christ on the Helmet of Constan- 
tine” (with illustrations of coins), adduces a further piece of 
numismatic evidence in support of the view, now accepted by most 
scholars, that Constantine was converted to Christianity before 
his victory over Maxentius in 312. Professor W. K. Prentice dis- 
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cusses “‘ James the Brother of the Lord,” adding some sensible 
if hardly relevant remarks about the events following the Cruci- 
fixion. Dr. P. R. Coleman-Norton, “The Apostle Paul and the 
Roman Law of Slavery,” overloads his chapter with footnotes and 
ends by repeating the familiar excuses for Paul’s failure to con- 
demn the institution of slavery. ‘To say that Paul “ strikes at the 
real root of slavery ” is to darken counsel in precisely the way the 
Stoics and Cynics did when they assured the good slave that he was 
really not a slave at all. 

Besides Professor Alféldi’s, there are five numismatic contri- 
butions, by Dr. J. G. Milne, Professor A. R. Bellinger, Professor 
Michael Grant, Dr. L. C. West and Mr. Harold Mattingly, the most 
successful of which is Mr. Mattingly’s “‘ The Clash of the Coinages 
circa 270-296.” Special attention is paid here to coin hoards, a 
kind of evidence which historians of the later Roman period have 
not yet used to the full, partly of course owing to inadequate and 
scattered publication. Dr. West’s correction from 50,000 to 
60,000 denarii of the value of a pound of gold in Diocletian’s Price 
Edict of 301, on the ground of a supposed stone-cutter’s error, has 
little to recommend it. 

Professor David Magie offers a convincing emendation of the 
inscription from Cibyra honouring Q. Veranius Philagrus (JGRP 


iv, 914, line 14: apaééw for mpGow). Professor H. C. Youtie 
cleverly reinterprets the fragmentary P. Heid. Inv. 1818 as a list of 
an apprentice’s working days and times of absence. Professor 
A. E. R. Boak sets out and assesses the scanty evidence for “ J’es- 
serariti and Quadrarii as Village Officials in Egypt of the Fourth 


99 


Century.” Dr. C. H. Coster presents the evidence for “ The 
Economic Position of Cyrenaica in Classical Times.’’ Professor 
John Day is no doubt right in refusing to accept Dio Chrysostom’s 
Eubeean Discourse as reliable evidence ‘ for conditions in Eubeea 
or for any other specific place ’’; but much of the factual material 
he brings forward is scarcely relevant, and gives less support to his 
case than he himself assumes. Professor Lily Ross Taylor writes 
on “(Czsar’s Agrarian Legislation and his Municipal Policy,” 
Professor A. E. Raubitschek on the origin of the Athenian “ Syl- 
leia,” and Professor G. E. Duckworth on “‘ Wealth and Poverty 
in Roman Comedy.” The book ends with a chapter by Professor 
Peter Charanis on “‘ The Aristocracy of Byzantium in the Thir- 
teenth Century,” the merits of which I am not competent to assess, 
but which makes interesting reading. 

Although most of the articles are well worth attention, and 
the general level of scholarship is high, the volume as a whole is 





712 THE ECONOMIC JOURNAL (SEPT, 


somewhat disappointing, as the scope of most of the contributions 
is rather restricted and there are none of outstanding interest, ex- 
cept perhaps that of Professor Welles. The book has been well 
edited and produced, and there are very few misprints ; the plates 
(8 pp.) are admirably clear, and there is a useful Index. 

G. E. M. DE Ste. Crorx 


London School of Economics. 


The Economic Development of Poland, 1919-1950. By J. Taytor. 
(Cornell University Press (London: Geoffrey Cumberlege), 
1952. Pp. vii + 222. 24s.) 

Mr. Taytor has written a careful and detailed study of the 
economic development of Poland in the inter-war years. His 
main piece of work is necessarily preceded by a summary of the 
economic history of Poland before the resurrection of 1919 and 
followed by a chapter on Poland after the Second World War. 

There is much to commend this book. It is accurate, clear 
and impartial, and those who were in any way acquainted with 
Poland or Polish affairs in between the two wars will turn to it 
readily to re-affirm their views on a short but intensely interesting 
piece of economic history in East Central Europe. It is not 
original, and those who have no actual remembrance of the 
Polish landscape, and of the shocking and widespread poverty 
amongst the Polish peasants, will probably find it rather dull, 
especially as so much is presented in the form of statistical tables. 
But it remains a useful study of an intricate phase of Polish 
development, and contains the fullest account so far written 
in English of the Central Industrial District plan for the problem 
area between the Vistula mainstream and San tributary. 

A geographer would plead in a fresh edition for a map to accom- 
pany Chapter II; a clear black-and-white line-block diagram 
would suffice. 

A more general criticism might be of the slight emphasis 
on some important topics. The Jewish role in Polish economic 
life is certainly mentioned, but there should come in the first 
introductory section a comment on the Jewish Pale in the Russian 
Empire, and of the near monopoly by the Jews of manufacturing 
activity in Russian Poland before 1914: there is lacking, also, 
any discussion of the curious contrast between the lot of the Jews 
in Russian Poland and those in Austrian Poland. Peasant 
movement to the New World is alluded to more than once, but 
again the extent of its influence on early twentieth-century Poland 
is hardly appreciated. 
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In the main section of the book the effect on Polish agrarian 
society of a surviving aristrocracy is scantily treated. A little 
more comparison with like trends in other states would have 
been useful, for the rather meagre land reform in Poland and 
Hungary is so conspicuous in juxtaposition with the much more 
vigorous movements farther north and south and east. Quite 
clearly, in retrospect, land reform appears as a short-term and 
dangerous political remedy for a baffling economic evil. But 
those who remember Poland before 1939 probably also recall the 
unquiet atmosphere with a peasantry only just in restraint 
because of the intolerable and seemingly endless harshness of 
their lot. 

Mr. Taylor’s analysis and comment are perhaps too sedate 
to convey the unease of the “thirties” in Poland. But his 
book is convincing in its accuracy and lucidity, and it would 
be well if other regions of this unhappy part of Europe were 
to be the subjects of like studies. 

HARRIET G. STEERS 

Department of Geography, 

Cambridge University. 


L’Economie Soviétique. By C. Burretuem. (Paris: Sirey, 


1950. Pp. 472. 1600 Fr.) 


In this book Professor Bettelheim sets himself the task of 
describing the machinery by which Soviet economy is run, and of 
showing by implication what differences exist between the Soviet 
and a capitalist economy. He does not discuss in this book 
as he does in his other book, Les Problémes Théoretiques et 
Pratiques de la Planification, the theory of planning; only in the 
summary (which occupies but eight pages) does he stress the 
principles which distinguish the Soviet from the capitalist economy 
and point out some theoretical problems of a planned economy. 

His main theme is that despite many similarities in the 
institutional framework and the use of terms identical with 
those used in a capitalist economy, the Soviet economy is very 
different in substance from a capitalist economy, the similarities 
being only formal. There exist in the Soviet economy banks, 
trusts, profits, markets, contracts, wages, etc., but behind these 
identical words are concealed different realities. For example, 
the mechanics of prices are used, but the cardinal difference is 
that it is not prices which influence the direction of production 
but the planned decisions of the government, while readjustments 
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of prices follow these planned decisions in the sphere of the planned 
cost of production, of planned profit, of planned transfer-prices 
to wholesale markets and finally of planned retail prices, which 
are fixed with the aim of balancing supply and demand a priori. 
Contracts between enterprises exist, but they are used only as a 
means for the concrete implementation of the task fixed by the 
plan. 

The author quite rightly stresses that all these differences 
originate from the fact of the nationalisation of the main means of 
production, and that consequently all readjustments regarding 
investment, production and distribution must be made a priori, 
by plan, and not a posteriori by the mechanism of price and 
exchange, as is the case in the capitalist economy. But unfor- 
tunately he does not go to the roots of these problems. The 
mere fact of the nationalisation of the means of production may 
only mean the replacement of the multitude of private entre- 
preneurs by a unified state entrepreneur. This would require 
the replacement of a multitude of individual plans by a unified 
general plan, but this replacement alone does not necessarily 
involve a cardinal change in the principles of the organisation of 
economic activity ; even though the machinery, of course, would 
have to be readjusted in order to meet the change in the scale 
and scope of production and of the distributive activity of the 
state as entrepreneur. 

Theoretically, it is quite possible for a nationalised economy 
to be run on the same principles, with but slight modifications, 
as a capitalist economy. In certain ways, this was the case in 
the Soviet economy during the N.E.P. period and, to give another 
example, in the practice of running British nationalised industries. 
The building of a new system of economy started in the Soviet 
Union when the investment policy of the first Five Year Plan 
was approached as a purposeful plan for the reconstruction of 
the whole national economy, in pursuance of the main aim of 
changing the economy of the country from an agrarian to an 
industrialised one. It was decided to carry out a large-scale 
building programme in the capital-goods industry as the main 
lever in changing the pattern of the national economy. This 
was a “macro” decision, which was made not only on the 
basis of purely economic considerations (development of the 
capital-goods industries as a basis for a possible future speedy 
development of consumer industries) but on meta-economic 
considerations as well (defence, the building of a basis for socialism, 
consideration of cultural development, long-term policy aiming 
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at thé elimination of differences in the sociological pattern of life 
between town and village and so on). 

This, of course, necessitated major readjustments in the 
system of the relations between the various branches of the 
national economy, especially of the relations between state 
industry and peasant economy, readjustment in the system of 
accumulation of capital for investment, in the system of organisa- 
tion of the machinery for investment and of control over con- 
struction, and it necessitated the creation of a new system of 
taxation, a new system of regulation of industrial and agricultural 
prices and so on. These readjustments were made in the sphere 
of “macro-” and “micro-”’ economic machinery. The decision 
to concentrate first on the building up of heavy industry and not 
light industry led, first of all, to the necessity for adopting a 
definite price policy regarding agricultural products in order to 
make it possible to carry out this long-term policy of investment. 
Owing to this “‘ macro” decision and owing to its influence on 
“external” economies a very complicated price system govern- 
ing the relationship between the state sectors of industry and dis- 
tribution and the agricultural sector of the economy was created. 
The price system, the réle of the turnover tax, of profit and so on, 
would be very different if the “ macro ” decision had been to give 
priority to the development of consumer industries. 

But the principles of “micro”? economy (which is the main 
content of economic text-books) have been applied and could be 
applied given the one or the other type of macro decision. The 
decision to allocate available labour to the building of a steel 
plant or a textile plant in a planned economy has to be made on 
the basis of ‘‘ macro” considerations of the aims of economic 
activity (if the planned economy is not merely a form of state 
capitalism), but what type of textile or steel plant is to be built, 
what output is to be achieved by the “ highest technique ” or by 
additional intakes of labour, to what limit production is to be 
continued and so on (all these concepts of “‘ marginal revenue,” 
“marginal efficiency of capital,” of “ marginal costs” are in 
reality common-sense considerations elevated to theoretical dignity 
by the economists)—all these considerations of the “micro” 
economy, although sometimes in disguise are present in the 
Soviet economy (for example, Khozraschet economic calculation). 
They are, however, seen in a proper perspective as technical 
devices only and not as indicators of the objects on which the 
available labour resources should be employed. The problem 
of the allocation of labour is decided in the light of the aims of 
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the economic activity of the society as a whole, at a particular 
stage of development. 

The shortcoming of Professor Bettelheim’s book is that he 
has not approached the analysis of the development of the 
machinery of the Soviet economic system in the light of this 
cardinal difference between the Soviet economy and a capitalist 
economy. He has concentrated on the description of similarities 
and differences in the technique of applying the principles of 
‘“‘ micro ’” economy, whereas this technique is but the outcome of 
the economic policy pursued by the Soviet government and of 
the reaction of different branches of the economy to this policy, 
The plan is only a form of the implementation of economic policy. 
The weakest parts of his book are the chapter on the phases of 
economic policy (in which there are also many factual mistakes) 
and the superficiality of the illustrative material which he gives 
concerning actual economic policy and development in the main 
branches of the national economy. 

As a general description of the machinery of the Soviet 
economy, this is quite a good reference book, but because of this 
general approach, it lacks depth in the interpretation of the 
essence of the Soviet economic system. It is written more like 
a juridical essay, arranged in orderly groups of paragraphs but 
without an examination of actual ‘“‘ cases” under judgment, 
without cross-illumination from one section of economy to the 
other and without an examination of the inter-relations between 
one concept and another. Such a cardinal problem as the rdle 
of incentives to economic activity in the Soviet planned economy 
is practically omitted in his analysis of the Soviet economic 
system, and without a discussion of this problem the description 
of the machinery of the Soviet economy becomes too formal and 
too schematic. 

ALEXANDER BayYKkKoVv 

University of Birmingham. 


Economic Problems of Socialism in the U.S.S.R. By J. STAtiy. 
(Moscow : Foreign Languages Publishing House, 1952. Pp. 
104. 6d.) 


Tuts remarkable work, which should now perhaps be regarded 
as Stalin’s political and economic testament, is worthy of the 
closest study by Western economists. The nature of its content, 
the unique authority of its author and the extent of its circulation 
(30 million copies have already been printed in Moscow) are bound 
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to make it one of the most influential economic documents of our 
epoch. 

For some years now, discussions have been taking place in the 
U.S.S.R. concerning the nature and scope of the “‘ political economy 
of socialism.”” The task of distilling the economic experience of 
the U.S.S.R. into the form of general theoretical propositions has 
proved, naturally enough, to be a difficult one, and it is now clear 
that in spite of the appearance of uniformity in Soviet writing on 
this subject since the war, a considerable controversy has been 
going on behind the scenes. Recently, after a long delay, a draft 
text-book on political economy was prepared, and a conference 
of Soviet economists was held in November 1951 to discuss it. 
Apparently the reports of the discussion (including a ‘‘ Memoran- 
dum on Disputed Issues ’’) were sent to Stalin, who wrote a series 
of “ Remarks ” (dated February 1, 1952) on certain points. These 
were addressed “‘ To the Participants in the Economic Discussion ” 
and circulated among them. Discussion then proceeded on the 
basis of the “‘ Remarks,” and in the course of the following months 
Stalin replied to criticisms put forward by a number of economists. 
At length, in October 1952, Stalin’s ‘‘ Remarks,” together with 
his replies to the criticisms of four economists, were published in 
Bolshevik and subsequently reprinted in pamphlet form. 

Some Western economists, accustomed to writing memoranda 
for ministers, may be rather sceptical about Stalin’s personal 
authorship of these documents. And this much is certainly true 
—that Stalin’s interventions in such matters were not merely the 
result of private whims. In March 1930, for example, at the 
height of the collectivisation campaign, the famous article “‘ Dizzy 
with Success ” (to which the work now under review bears a cer- 
tain family resemblance) appeared in Pravda under Stalin’s name. 
In April 1930, in another article in Pravda on the same subject, 
Stalin made it clear that he had written ‘‘ Dizzy with Success ”’ on 
the instructions of the Central Committee of the Party. “‘ Some 
people believe,” he said, “ that the article, ‘ Dizzy with Success,’ 
is the result of the personal initiative of Stalin. That is nonsense, 
of course. Our Central Committee does not exist in order to 
permit the personal initiative of anybody, whoever it may be, in 
matters of this kind. It was a reconnaissance on the part of the 
Central Committee.” And it is probable that something similar 
happened in relation to the present work, which is written with 
extraordinary care and bears all the marks of an agreed statement. 
But no reasonable doubt can exist that the article as published was 
predominantly the personal work of Stalin. It is not only its 
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style which suggests this (style can be imitated), but also the con- 
tinuity of thought which is revealed when it is compared with 
Stalin’s earlier writings in this field. In an important sense the 
Economic Problems represents the culmination of Stalin’s work 
in political and economic theory. 

The Economic Problems is so many different things at once that 
it is difficult to describe any single theme as the leading one, 
Perhaps it is most useful to regard it as marking a further im- 
portant stage in the development and amendment of the typical 
classical Marxist models of socialism and capitalism—which were 
constructed before the era of “monopoly capitalism” and 
‘imperialism ” (in the Leninist sense)—to fit the facts of the 
modern world. Take the case of the model of socialism, for ex- 
ample. If the typical proletarian revolutions of our time are in 
fact likely to occur (as Lenin and Stalin maintained) in countries 
which represent “ the weakest links in the chain of imperialism ” 
and which are therefore not necessarily advanced capitalist 
countries, it is clearly necessary to amend the classical Marxist 
assumption that all the means of production will be expropriated 
fairly soon after the seizure of power. For the ‘“‘ weakest links” 
may well have what Stalin calls “‘ a fairly numerous class of small 
and medium rural owner-producers ” (p. 15)—+.e., a large peasant 
class—whose expropriation will be economically and _ politically 
inconceivable. Some sort of compromise will therefore have to 
be arranged—the institution of collective farms, for example— 
which will mean that the agricultural sector will not be “ publicly 
owned ” in the full sense in which the state sector is “ publicly 
owned.’ The means of production in both sectors will indeed be 
owned by the state, but whereas “ the state disposes only of the 
product of the state enterprises, . . . the product of the collective 
farms, being their property, is disposed of only by them ”’ (p. 19). 
And in the U.S.S.R. at the moment, Stalin says, the majority of 
collective-farm peasants are unwilling to exercise this power of 
disposition over a considerable part of their product otherwise 
than by selling it on the market—a fact which obviously creates 
obstacles to “ the full extension of government planning to the 
whole of the national economy, especially agriculture ” (p. 76). 
Much of Stalin’s article is devoted to a discussion of the theoretical 
and practical implications of this important feature of Soviet 
socialism. He is concerned in particular with formulating new 
concepts (and re-applying old ones) to deal with this situation; 
with estimating the extent to which it limits the possibilities of 
planning and the prospects of the transition from socialism to 





1953 | STALIN : ECONOMIC PROBLEMS OF SOCIALISM 719 


communism; and with outlining a practical long-term policy 
designed to “‘ raise collective-farm property to the level of public 
property.” 

Although it is the “economic problems of socialism in the 
U.S.S.R.” upon which Stalin concentrates, the economic problems 
of capitalism in the West also receive a certain amount of atten- 
tion. For example, there are indications in his treatment of “ the 
basic economic law of modern capitalism” that he regards the 
classical Marxist model of capitalism as being in need of some 
amendment. ‘‘ The law of surplus value,” he says, “ must be 
made more concrete and developed further in adaptation to the 
conditions of monopoly capitalism ” (p. 43). And there is an 
interesting and provocative section on “ the disintegration of the 
single world market and the deepening of the crisis of the world 
capitalist system,”’ which contains a prophecy to the effect that 
industry in the major capitalist countries will henceforth “ be 
operating more and more below capacity ”’ (p. 36). 

Interconnected with these central themes are several others of 
equal importance—the question of the nature of economic law 
under socialism, for example, and the problem of “ the character 
and province of political economy.” In this discussion of these 
matters Stalin makes a number of comments on a particular 
question of special interest to Western economists—how far can 
economic laws be said to be common to all economic systems, and 
how far are they in effect specific to one particular system ? 

Marx and Engels were always primarily concerned to emphasise 
the fact that each system has its own, specific economic laws, and 
tended to be very sceptical about the possibility of putting forward 
any really useful “ universal’’ economic laws applying to all 
systems. They were well aware, of course, that all forms of 
society have certain features in common, due to the fact that (as 
Marx put it) “the subject, mankind, and the object, nature, 
remain the same.”” But they did not regard these common features 
as particularly interesting or important in themselves. The 
nearest thing to a ‘“‘ universal’ economic law which they recog- 
nised, perhaps, was their own basic law regarding the role played 
by the “ productive forces” and the “ relations of production ” 
(and the “‘ contradiction ’’ between them) in the process of social 
development. And even this law, they seem to have believed, 
would cease to operate when mankind emerged from “ the pre- 
historic stage of human society ” into socialism. 

Stalin, on the other hand, although he is by no means concerned 


to minimise the great contrast between the laws specific to 
No. 251—vot. LXIII. 3B 
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capitalism and the laws specific to socialism, shows rather more 
respect for “ universal ” laws than Marx and Engels did. 


“‘ The various social formations,” he writes, “‘ are governed 
in their economic development not only by their own specific 
economic laws, but also by the economic laws that are com- 
mon to all formations, such as, for instance, the law that the 
productive forces and the relations of production are united in 
one integral social production, and the law governing the 
relations between the productive forces and the relations of 
production in the process of development of all social forma- 
tions. Hence, social formations are not only divided from 
one another by their own specific economic laws, but also 
connected with one another by the economic laws common to 
all formations ” (p. 79). 


To some extent this change of attitude may be due to a certain 
shifting of historical perspectives which I have tried to describe 
elsewhere; but in the main, I think it is made possible by Stalin’s 
assertion that the basic Marxian law of social development does 
not in fact cease to operate under socialism, as Marx and Engels 
anticipated. In the U.S.S.R., according to Stalin, there still 
exists a “‘ contradiction ” between the productive forces, which 


are developing rapidly, and the collective relations of production 
in the countryside, which are already beginning to lag behind and 


thus ‘‘ to hamper the powerful development of our productive 
forces ” (p. 76). 

Also relevant to this question of Stalin’s attitude towards 
“ universal ” laws is his treatment of the question of the applic- 
ability of Marx’s famous reproduction schemes to a socialist 
economy. One of Stalin’s critics, Yaroshenko, had apparently 
asserted that ‘‘ the Marxian theory of reproduction is a theory of 
capitalist reproduction only, that it contains nothing that might 
have validity for other social formations, the socialist social 
formation in particular.”’ Stalin answers to the effect that Yaro- 
shenko is seeing only the form of Marx’s theory and neglecting its 
essential substance. It is true, he says, that Marx’s theory, 
“‘ which was the fruit of an investigation of the laws of the capital- 
ist mode of production, reflects the specific character of the latter, 
and, naturally, is clothed in the form of capitalist-commodity 
value relations.”” But Marx’s schemes, Stalin insists, contain “a 
whole number of fundamental tenets on the subject of reproduction 
which hold good for all social formations, particularly and especially 
for the socialist social formation” (pp. 87-9; my emphasis). 
Among those “‘ fundamental tenets ’’ which “‘ hold good not only 
for the capitalist formation,” Stalin lists, interestingly enough— 
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“the division of social production into the production of 
means of production and the production of means of consump- 
tion; the relatively greater increase of production of means of 
production in reproduction on an extended scale; the corre- 
lation between Departments I and II; surplus product as the 
sole source of accumulation; the formation and designation 
of the social funds; accumulation as the sole source of repro- 
duction on an extended scale ” (p. 89). 


One must beware, however, of exaggerating the extent to which 
Stalin leans over towards the orthodox Western viewpoint in this 
connection. He is careful to insist, as Marx did, that political 
economy “‘ investigates the laws of development of men’s relations 
of production.” “The province of political economy,” he says, 
“is the production, the economic, relations of men ” (p. 81)—that 
is, roughly, the relations of subordination, co-operation, etc., which 
men enter into with one another in production at different stages 
in their history. Stalin would have had no truck with any econo- 
mic laws, whether “‘ universal” or otherwise, which in effect 
abstracted from men’s relations of production. There is nothing 
whatever in Stalin’s work which could possibly be construed as 
support for an economics whose primary aim was to shake out the 
implications of the universal fact of choice. And Stalin is also 
careful to exclude problems of “ the rational organisation of the 
productive forces, economic planning, etc.” from the province of 
political economy. These problems, he says, “ are not problems 
of political economy, but problems of the economic policy of the 
directing bodies ” (p. 81). 

There are some laws, of course, which are neither universal nor 
specific to any particular social system, but which “ operate for 
a definite historical period ” (p. 8) embracing several successive 
socialsystems. One such law, Stalin argues, is the “ law of value,” 
which begins to operate very early in the history of society, reaches 
the height of its influence under capitalism, continues to operate in 
a restricted sphere for a time under socialism and withers away 
only when “‘ commodity production ”’ is finally abolished. ‘‘ Com- 
modity production,” according to Marx’s use of the term, is a state 
of affairs in which goods are produced for exchange by producers 
whose economic activities are carried on independently of one 
another. The phenomenon of exchange value is to be found only 
in association with ‘‘ commodity production” in this sense, so 
that value relationships between ‘“‘ commodities ” are in fact a 
reflection of the socio-economic relationships existing between 
their producers. The “ law of value,” in the broad sense in which 
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Stalin seems to be using the term, postulates that these socio- 
economic relationships generate certain “‘ objective necessities” 
which assert themselves decisively in the process of determination 
of the exchange-ratios of “‘ commodities.”” The extent to which 
what Marx called ‘“ the reasonable and the necessary ”’ in the 
sphere of exchange relations is imposed upon society, rather than 
by society, at any given stage of social development, therefore 
depends very largely upon the extent to which “ commodity 
production ” is predominant at that stage. 

The science of political economy, Marx said, “ consists pre- 
cisely in working out how the law of value operates ”’ in different 
forms of society. In pre-capitalist society it generally operates 
so that the exchange-ratios of commodities are directly governed 
by the proportions in which the social labour force is allocated 
to their production. In capitalist society (at least prior to the rise 
of ‘‘ monopoly capitalism ”’) it generally operates so that exchange- 
ratios are ultimately governed by these proportions. How, then, 
if at all, does it operate under socialism in the U.S.S.R.? Stalin 
begins his analysis of this problem by boldly characterising the 
economic relation between the state sector and the collective-farm 
sector as a “‘ commodity relation,” thereby emphasising the con- 


siderable degree to which their productive activities are carried 


on independently of one another. The goods which are exchanged 
between town and country—.e., in the main, consumer goods— 
are therefore still ‘‘ commodities” in the Marxist sense. It 
follows, then, that the “ law of value ”’ continues to operate in the 
U.S.S.R. so far as the exchange of these goods is concerned, since 
“wherever commodities and commodity production exist, there 
the law of value must also exist.” In the exchange of consumer 
goods through purchase and sale, Stalin writes, “ the law of value 
preserves, within certain limits, of course, the function of a regu- 
lator’ (p. 23). The exact manner in which it performs this 
function is by no means made as clear as it might have been—at 
least to a Western economist who was not present at the discussion 
of November 1951—but what Stalin seems to be getting at is some- 
thing like this: In the U.S.S.R., broadly speaking, the prices of 
agricultural consumer goods relative to each other, in so far as they 
are determined on the free market, will tend to settle down roughly 
in proportion to the quantities of labour required to produce them, 
and in so far as they are within the control of the state they will 
require (up to a point) to be fixed according to much the same 
principle, since otherwise the goods would not be produced in the 
proportions required by society. This means that it is impossible 
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for the prices of manufactured consumer goods to be fixed arbi- 
trarily by the state, even though the quantity of each commodity 
produced in the state sector does not depend upon its price in the 
same way as it does in the collective-farm sector. For the real 
incomes of the peasants and industrial workers (given the prices of 
agricultural products and the level of money wages in industry) 
will obviously be determined by the prices of manufactured goods, 
and if incentives are to be preserved, and a sufficient supply of 
agricultural produce ensured, the planners must make certain that 
these price-relationships are reasonable. These “‘ objective neces- 
sities ”’ with which the planners find themselves faced can plausibly 
be conceived in terms of the operation of the “ law of value ”’ in the 
field of commodity exchange. And the “ law of value ”’ will, of 
course, continue to operate in this field until “ collective-farm 
property is raised to the level of public property.” 

It might perhaps be thought that in all this Stalin is simply 
attempting, for political reasons, to squeeze certain economic 
phenomena of Soviet society into a uniform of Marxist concepts 
which they have in fact long outgrown. This suggestion would 
be more plausible if Stalin had not at the same time gone out of 
his way to complain about the manner in which certain concepts 
taken from Marx’s Capital were being “ artificially pasted on to 
our socialist relations,” and if he had not called energetically 
for the replacement of these old concepts with “‘ new ones that 
correspond to the new situation” (pp. 21-2). It seems fairly 
clear, I think, that Stalin, like any other serious scientist attempt- 
ing to analyse a new social system, had first to decide how far the 
concept-material used in the study of the old system could be 
adapted, and how far new concepts had to be developed. The 
fact that so much Marxian terminology remains in the present 
work should, I think, be attributed at least as much to the flexi- 
bility and depth of the original Marxian concepts, and to Stalin’s 
mastery of the method of Marxism, as to the dictates of political 
considerations. 

RonaLtp L. MEEK 


Glasgow University. 





NOTES AND MEMORANDA 


Tue REPARATIONS PROBLEM: A CORRECTION 


In my review article on Professor Meade’s The Balance of Pay- 
ments, I stated the conclusion that “‘ even with positive marginal 
leakages in both countries a reparations payment may be trans- 
ferred by an equivalent reduction of income in the transferor and 
increase in the transferee, provided that the sum of the marginal 
propensities to import is sufficiently greater than unity ”’ if the 
autonomous changes in expenditure accompanying the transfer 
are divided between home goods and imports in the ratio of the 
marginal propensity to consume home goods to the marginal 
propensity to import, instead of being assumed to fall entirely on 
home goods as has usually been done.! Further investigation of 
the matter, stimulated by discussions with Professor G. A. Elliott 
of the University of Toronto, have convinced me that this con- 
clusion is invalid, and that reparations payments cannot be 
transferred by equivalent changes in national incomes. 

On the usual assumptions of constant prices, interest rates and 


exchange rates, the effect of a reparations payment on the 
transferor’s balance of payments will be 


dB, = —T+— m82(C; + M,) + masi(C +M,) + 8,8,(M, — M) 





where m and s represent marginal propensities to import and to 
save, assumed to be positive, 7’ is the amount of the transfer, C 
and M represent the autonomous changes in spending on home 
goods and imports associated with the transfer, subscripts | and 
2 refer to the transferor and the transferee respectively, and 
A = mM48_ + M8, + 8485. 

On the assumption that the transfer is accompanied by 
equivalent changes in spending on home goods in the two 
countries, which may be termed the Machlup—Metzler assumption, 

‘yt 

—8 185 
dB, =— i 
variations alone, regardless of the magnitudes of the marginal pro- 


pensities to import. 
On the assumption that the transfer is accompanied by 


The transfer cannot be effected by income 


1 “The Taxonomic Approach to Economic Policy,” Economic JOURNAL, 
Vol. LXI, No. 244 (December 1951), p. 816 footnote 1. 
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equivalent changes in spending divided between home goods and 
imports in each country in the ratio of the marginal propensity 
to consume home goods to the marginal propensity to import, 


my, Me _ 
(72 4+73, 1) 81% 








dB, = 
The mere’ can be effected by income variations alone if 
mtr —_ a= 13 this is equivalent to Professor Meade’s 
condition that i sum of the marginal propensities to import, as 
functions of domestic expenditure, be equal to or greater than 
unity. 

But on the assumption that the transfer is accompanied by 
equivalent changes in income in the two countries, divided 
between saving, spending on home goods and spending on im- 
ports according to the usual marginal propensities, dB, = age . 
The transfer cannot be effected by income variations alone, 
regardless of the magnitudes of the marginal propensities to 
import. The conclusion stated in my earlier article is therefore 
invalid. The present conclusion, incidentally, applies to a world 
or more than two countries, though the proof is too tedious to 
present here. 

In conclusion, it may be noticed that all three of the cases just 
examined are special cases of a more general one, in which it is 
not assumed that the autonomous changes associated with the 
transfer can be treated synonymously with other changes in 
income or expenditure. In general, the effect of a reparations 
payment on the transferor’s balance of payments is 


o o 
(n -: =m + Ne — ms = 1) se 
- 1 a 





Ga + " 


where o is the proportion of the reparations payment which is not 
accompanied by an autonomous change in total spending, and 
7 Tepresents the proportion of the reparations payment which is 
accompanied by an autonomous change in spending on imports.} 
Harry G. JOHNSON 
King’s College, 
Cambridge. 
1 This general case is investigated in a forthcoming paper by Professor Elliott. 


It should perhaps be stated that the analysis of this note ignores any induced 
changes in non-accommodating foreign lending. 
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Tue THEORY OF FEDERAL FINANCE—A CoMMENT ! 


In his article on “‘ The Theory of Federal Finance ” 2? Mr, 
Bhargava writes: “ Benefits from the federal view point will be 
maximised when more is spent on backward and poorer areas, 

.’ This condition, however, is subject to an important 
limitation which is nowhere stated in the article. 

The purpose of public expenditure is twofold : (a) to improve 
immediate welfare; and (b) to promote the economic develop. 
ment of the country. 

The first purpose might be called the static or distributive 
aspect of public finance; the second, the dynamic or productive 
aspect. It should be pointed out that Mr. Bhargava, in his state- 
ment, only considers the first. When it comes to development 
expenditures, it is by no means certain that more should be spent 
on backward and poorer areas. It is quite possible (and indeed 
likely) that the productivity of development expenditure is, in 
fact, higher in the more advanced parts of a federal union. In that 
case the conclusion reached in the article has to be modified. 
Much public expenditure is partly distributive and partly develop- 
ment expenditure, e.g., expenditure on education, public health, 
etc. In such cases a fine balance may have to be struck between 
the principle of transfer to poorer units enunciated by Mr. Bhar- 
gava and the cost-benefit ratio of public investment which may 
require the opposite transfer. 

At the end of his article Mr. Bhargava deduces the “ theoretical 
superiority ” of a federal world state. It should be pointed out, 
however, that: (a) his argument could be applied to prove the 
superiority of a unitary world state as well; and (b) that transfers 
of income to poorer units occur even now, without a federal world 
state, bilaterally as well as through international organisations, 
and also by the process of international investment. 

H. W. SrIncer 


Rio de Janeiro. 





A Newty DISCOVERED MANUSCRIPT OF JOHN BARTON 


A LITTLE over a year ago, Professor Lionel Robbins discovered 
and the London School of Economic acquired a manuscript of 
John Barton, of which the following is a brief description based on 

1 The author is a member of the UNO Secretariat, but the views expressed 


in this note are his own only. 
2 Economic JOURNAL, March 1953. 
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a microfilm supplied to this writer through the courtesy of Mr. G. 
Woledge, Librarian. 

The folio volume consists of 219 leaves, with 408 numbered 
pages (some are not). About one-fifth of all pages are blank— 
the author wrote on one side of the leaf only and then used some 
of the blank pages for further notes. The whole handwritten 
text may be divided into three categories: (a) notes and reflec- 
tions on economic subjects, including reviews of some writings 
of Hume, Adam Smith, Ricardo and others; (b) statistical tables 
concerning mainly demographic trends and prices, and (c) an 
unpublished letter to the editor of the Standard, of May 2, 1846. 
Attached to the volume are clippings containing a series of twenty- 
five letters from John Barton which were printed in the Standard 
between February 1846 and May 1847. 

The MS. contains what may turn out to have been the earliest 
piece written by John Barton: A Critical Analysis of the Political 
Essays of David Hume—an incomplete work dated December 1814, 
but part of which was obviously written after February 1815. It 
is possible that some of the undated notes were written still earlier. 

Quite a few pages, indeed, carry no date. It is interesting to 
note, in this connection, that those which do, fall in two groups: 
such written prior to 1820, and such written after 1845. The 
location, contents and handwriting of the undated ones seem to 
suggest that they, too, were written partly before 1820 and partly 
after 1845. There is, thus, a gap from 1820 to 1845, pointing to 
the possibility of the existence of other manuscripts. For only a 
small portion of the materials contained in this volume seems to 
have been used for the essays which John Barton published during 
that interval. 

It is now established that John Barton visited Switzerland in 
the summer of 1818. Page 355 of the MS. is dated Geneva, July 
1818; on p. 370 he speaks of an anecdote which he remembered 
to have heard while in Bern, and in his letter to the Standard of 
March 4, 1846, he mentions his visit to the canton of Schwyz. 

Several statistical tables of the latter period of the MS. are in 
another person’s handwriting, which is very steady and beautiful. 
John Barton’s handwriting of that period, however, is wobbly. 
One is tempted to speculate that this might have been caused by 
illness; it is known that John Barton became paralysed some 
time before his death.? 

A sentence on p. 403 suggesting that John Barton might have 


1 As reported in a volume on John Barton’s son and namesake (John Barton, 
A Memoir by his son/the late/Cecil Edward Barton), London, 1910. 
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been a member of the London Statistical Society, this was checked, 
and it was found out that he was elected Fellow of the Society on 
December 20, 1847. On April 16, 1849, John Barton read before 
the Society a paper entitled ‘‘ The Influence of Subdivision of the 
Soil on the moral and physical well-being of the people of England 
and Wales.” + 

Closer study of the MS. might well yield further clues to the 
personality, life and works of this remarkable author. 


G. SoTrRoFr 
Toronto. 





OBITUARY 


Harotp ADAMS INNIS 
1894-1952 


Harotp ApaAms Innis, head of the department of political 
economy at the University of Toronto and dean of its graduate 
faculties, died on November 8, 1952, at the beginning of his 
fifty-ninth year. He had been a most original and productive 
scholar for thirty years, a powerful, energising influence on 
students and teachers in the liberal arts, and a pungent, inde- 
pendent commentator on public life, in speech and writing or 
through the three royal commissions on which he served. The 
range and catholicity of his studies were great, except in the 
natural sciences. He had insight and invention, remarkable 
powers of work, and curiosities which embraced in his conception 
of political economy unconventional matter and continually 
modulated theory in forceful combinations. His winning per- 
sonality and intellectual prestige made him sought-after and 
consulted in Canada and the United States and favourably known 
in Europe. He had been honoured by academic degrees and 
special lectureships on both sides of the Atlantic, and had been 
president of various professional bodies, notably the Canadian 
Political Science Association (1937), the Economic History 
Association (1942), the Royal Society of Canada (1946) and the 
American Economic Association (1951). 

Born of Scottish-Canadian and Pennsylvania—German an- 
cestry on a farm near the village of Otterville, Ontario, he made 
his way in considerable austerity from the one-room village school 
and the Woodstock Collegiate Institute, twenty miles away, to 


1 The paper was printed in the Journal of the Society for February 1850 
(Vol. XIII), pp. 63-77. 
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the McMaster University, then in Toronto. On achieving his 
bachelor’s degree in 1916, he enlisted in the Canadian Field 
Artillery, and while recovering from wounds received in July 1917 
read for the master’s degree (1918). At McMaster he chose to 
specialise in economics instead of proceeding to the Baptist 
ministry, as his family and friends had hoped. The fun-loving, 
relaxed manner of his maturity covered, as he occasionally 
admitted, some of the stern dedication of another calling. 

His two years of study at the University of Chicago towards 
the Ph.D. formed him in so far as so independent a mind could 
be moulded. His sponsor for the degree was C. W. Wright; 
Frank Knight and J. M. Clark stirred him up; indeed, in teachers 
and senior students of political economy at that time Chicago was 
as lively an intellectual centre as the ebullient post-war United 
States could provide. In particular, the rapid succession of 
Thorstein Veblen’s unusual books had an impact whose imprint 
in method and literary style Innis never lost. His doctoral essay, 
however, a painfully constructed history of the Canadian Pacific 
Railway that was finally published in 1923, afforded only glimpses 
of the patterns in an eager, crowded mind. 

The Canadian Journal of Economics and Political Science is to 
publish a bibliography of his publications, and the Rockefeller 
Foundation is supporting an effort to organise his papers and 
correspondence. These promise to be difficult tasks, for he was 
not only prolific, but seems, from the beginning perhaps, uncon- 
sciously to have conformed to the mistrust of the finality in the 
recorded word that he finally avowed and tried to explain. 
“My bias,” he said in 1948, “‘is with the oral tradition.” He 
often gave the impression that once he had thought out and 
delivered the product of a study, he lost any strong interest in it. 

One result was that, although he (and others under his stimu- 
lus) dealt with Canadian economic history in its breadth and 
depth and in its vulnerability or subordination to outside forces, 
he never attempted to bring these studies together into a single 
work. Another result was that, except on rare occasions, he wrote 
with little artistry or consideration for the reader. His racing, 
provocative prose, largely in declaratory form, was uneven in its 
proportions, disorderly in its course and studded with novel 
concatenations or contrapositions, which were often so elliptical 
as to be cryptic. Valuable and sufficiently enduring though his 
revelations proved to be to others, he himself seems sincerely 
to have regarded them as little more than stimuli to thought and 
development. 
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His first phase may be thought of extending to the depression 
that began to cripple Canada in 1929. During this decade he 
studied his country, professedly as an economic geographer, in 
its physical characteristics and in its records at home and abroad, 
His powers of work and mental digestion were remarkable and, 
in his quiet, severely simple way, he seems to have managed it all 
without recourse for support to the scholarly foundations. By 
1930 he was unique in knowledge and thought concerning his 
country and its economic affiliations, and his stature was demon- 
strated by the publication that year of The Fur Trade in Canada: 
an introduction to Canadian economic history (Yale University 
Press). 

Most Canadian historians regard that book as having opened 
up an almost entirely new understanding of their country’s 
development, for, whereas it had hitherto been customary to 
regard Canada as a political defiance of North American geo- 
graphy, Innis came close to reversing that view. He did so by 
demonstrating the transition from fish to fur in European enter- 
prise, the enlistment through dependence on European goods of 
Indian fur-collectors in the Canadian Shield, and the adaptable 
utilisation for transportation of the rivers, great lakes and seas 
that lie within the Shield or girdle it from Newfoundland to the 
mouth of the Mackenzie. British Columbia and the Yukon 
could be practically linked to these enterprises. With modest 
subtractions and understandable additions, Canada _ to-day 
corresponds to what were the richest and most enduring fur- 
producing areas of North America. Moreover, its politics have 
always constituted a defiance of the “ manifest destiny ”’ of the 
politics that have made up the United States. Reviewers greeted 
the book’s demonstrations with an enthusiasm that eclipsed their 
complaints about its considerable disregard of conventional 
scholarly apparatus and of ordered exposition. 

In it there was little evident reliance on, or appeal to, theory. 
Yet as Innis proposed to say in his presidential address to the 
American Economic Association in 1952, ‘‘ economic history is 
primarily concerned with extending the universal applicability of 
economic theory and of strengtheniug a central core of interest.” 
Throughout his career he brought history to bear on the present, 
and his hope was that man would continue to do so, in the interest 
of liberty. Apparently what lay at the back of his mind in the 
beginning (it rested on an intense love of country not acknow- 
ledged until shortly before his death) was the belief that economic 
theories worked out in “ older” countries were not strictly 
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applicable to ‘‘ new ” countries. He may have dreamed of an 
economic theory embracing “ new ”’ countries and demonstrating 
their modulation of general economic theory, although he would 
have kept it tentative and adaptable. By induction and deduc- 
tion he spent his life-time corroding and repairing his own appara- 
tus of theory, and expecting, frequently in vain, that his hearers 
and readers would see the aptness of little more than interjected 
references to relationships with existing theories of monopoly, 
equilibrium, price, unused capacity, cycles and so on. Like his 
master, Veblen, he found and gave much enlightenment by close 
scrutiny of technologies. His marked similarities in thought to 
Arthur Spiethoff were probably coincidental. 

The depression after 1929 in his vulnerable country brought 
out in higher relief the political economist in Innis. He sur- 
rendered some of his intense individuality and distrust of the 
state. During a decade of extraordinary activity, he wrote and 
published a great deal himself; planned, edited or collaborated 
in several co-operative enterprises, including the large Carnegie 
Endowment inquiry into, and publications concerning, the 
relations of Canada and the United States; was the architect and 
chief mover in reviving the Canadian Political Science Association 
and in initiating the Canadian Journal of Economics and Political 
Science; and, along with Anne Bezanson, Shepard Clough, 
Arthur Cole, Edwin Gay, E. A. J. Johnson and others, activated 
the Committee for Research in Economic History, created the 
Economic History Association and produced the Journal of 
Economic History when European publications were extinguished 
by war. 

He finished in 1938 and published in 1940 what was to be his 
last contribution to the history of Canadian staple production— 
The Cod Fisheries: the history of an international economy 
(Yale University Press). Here he mastered the unique problem 
in investigation and exposition of combining complex activities 
in time of the North Atlantic Maritime Region and equally 
complex centrifugal and centripetal activities in space embracing 
North America, the West Indies, parts of South America, Western 
Europe and the Mediterranean. An unfortunately small edition 
has made this remarkable book perhaps the most sought-after of 
his works. 

Space does not permit a detailed or critical account of his 
novel and complex third and last phase. In a mechanical sense, 
he had decided to remedy another scholar’s failure by rounding 
out staple production with a history of pulp, paper and their 
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partner, hydro-electric power, and this led him into obsessive 
inquiry and thought about the whole history of communications 
in relation to politico-economic power. Other considerations 
suggest that the vicissitudes of a war that fulfilled Tocqueville’s 
prophecy of the Earth divided into Russian and American spheres 
intensified his nationalism and especially excited his fears of 
tyranny that might extinguish free-ranging thought. Like Elie 
Halévy (see his L’Hre des T'yrannies) in a more narrowly political 
sense, Innis was the philosophical liberal confronting a trans- 
valuation of values. On the one hand, he poured energy into 
arousing his countrymen to the necessity of cultivating scholar- 
ship, especially by organised nourishment for the humanities and 
social studies. On the other hand, he plunged into the daring 
and nearly solitary adventure of learning enough about changing 
modes and patterns of communications, in their relations to 
economics and politics across recorded time, to obtain a working 
hypothesis. 

He had had little helpful response from political economists to 
a number of papers, and his materials were still in a rough state 
when he undertook the Beit Lectures at Oxford in 1948, but 
patriotism and, presumably, a sense of mortal urgency were 
driving him along. By working, writing and revising up to the 
last possible moment, he produced a series of politico-economic 
studies of the media of communication and their use in time and 
space, especially with reference to stability and expansion, 
monopoly and innovation, collectivism and the resort to force. 
The effort culminated in impassioned, eloquent appeals to Cana- 
dians and Britons to retrieve from the Western tradition, especially 
from Greece, powers of cultural resistance to Russia and the United 
States, and antidotes to the cult of the present that was inherent 
in the economics and politics of modern communications mono- 
polies and was robbing political man of his roots in experience and 
thereby of his good sense. 

His published books that contain explicit work building up 
these themes are: Political Economy in the Modern State (Toronto, 
1946), Empire and Communications (Oxford, 1950), The Bias of 
Communication (Toronto, 1951) and Changing Concepts of Time 
(Toronto, 1952). 

With this corpus in hand and, presumably, with more to 
appear posthumously, some commentary has begun to appear in 
American and Canadian journals. Fortunately, W. T. Easter- 
brook of Toronto has reminded interested persons of Innis 
“ dislike, even contempt, for the written tradition, his fear of the 
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written word as frozen, final,” and his “‘ constant struggle to break 
down this finality and to weaken or destroy the inherent tendency 
to monopoly of communications which he firmly believed to be 
a fatal defect of the written form.” Hs consistent aim was to 
make men think and argue in such vital fashion that they would 
retain those habits. 

Innis’ friends and acquaintances need no reminder of his great 
gifts of charm and companionability, which he somehow combined 
with an almost enigmatic personal reserve. He was always, even 
during his last painful illness, a focus for good talk and laughter. 
Although himself plainly faithful to some stringent standards of 
behaviour and pitiless towards pretentiousness, his friendship was 
consistently much more generous than exacting. 

J. B. BREBNER 
Columbia University, 
New York. 





CURRENT TOPICS 


Tue Annual General Meeting of the Royal Economic Society 
was held at the London School of Economics on Thursday, 
July 2, 1953. Lord Brand was re-elected to the office of Presi- 
dent. Professor A. K. Cairncross and Mr. W. M. Allen were 
elected to fill vacancies on the Council. The official business was 
followed by an address by the President on “ A Banker’s Reflec- 
tions on Some Economic Trends.” 





Tue Secretary reported on the membership and finances as 
follows : 








New Fellows and Library Members 
elected . . . ‘. ° ° 
Fellows lost by death, resignation or 
default ‘ ° . ° ° 
Number of Fellows and Library Members 
on December 31 : ‘“ ; ; 5937 
Total Compounders in above total ‘ 2055 
Surplus or Deficit of Income over Ex- 
penditure, together with receipts from 
Compounders . : : . . £1430 




















WE record with great regret the death at Oxford on May 8, 
1953, of David Hutchison Macgregor, Emeritus Professor of 
Political Economy in the University of Oxford, and from 1925 




































List. 


Fellowship 
Mr. E. W. J. Kerridge, Houblon- 
Norman Fellow, 1952-53. (Re- 

newal.) 


Research Grants 
Mr. D. Barker, Bank Official. 
Mr. D. J. Darby, Bank Official. (Re- 
newal,) 
Mr. G. F. Hammersley, Research 
Student, University of London. 
Mr. M. J. Harper, Bank Official. 


Mr. R. J. Hartridge, Teacher, South 
London Secondary Central School. 
(Renewal.) 

Dr. G. P. Insh, C.B.E., D.Litt., His- 
torian. (Renewal.) 

Mr. R. V. Lennard, Historian. 

Mr. P. Mathias, Jesus College, Cam- 
bridge. 


Mr. H. Pollins, Senior Research Assis- 
tant, University College of Swansea. 

Mr. R. O. Roberts, Lecturer, Univer- 
sity College of Swansea. 


Mr. A. J. Taylor, Lecturer, University 
College, London. (Renewal.) 

Mr. F. M. L. Thompson, Assistant 
Lecturer, University College, Lon- 
don. (Renewal.) 

Mr. T. Wilson, Fellow of University 
College, Oxford. 
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to 1934 Joint Editor of the Economic JourNAL. We shall hope 
to publish an obituary notice in a forthcoming issue. 


WE congratulate Sir Donald MacDougall on the conferment 
of the honour of Knight Bachelor in the Coronation Honours 


Houblon-Norman Fund. The Trustees of the Houblon- 
Norman Fund, on the recommendation of their Advisory Com- 
mittee, have made the following awards for 1953-54. 


The History of Ley Farming, particu- 
larly in Midland England, in the six- 
teenth, seventeenth and eighteenth 
Centuries. 


English Investment Trusts. 

The London Banks in the Bank Res- 
triction Period. 

History of the Charcoal Iron Industry 
in England, 1550-1750. 

Joint-stock Banking in London, 1890- 
1914. 

The Development of Industry in 
London South of the Thames from 
1750-1850. 

The Financial Activities of William 
Paterson. 

Rural England in the Feudal Age. 

The Organisation and Development of 
the Brewing Industry in England, 
1688-1830. 

British Railway Finance, 1800-75. 


The Marketing and Purchasing Organ- 
isation of the Copper Smelting 
Industry of South Wales in the 
Nineteenth Century. 

Organisation of the British Coal 
Industry, 1800-75. 

The Social and Economic Background 
of the English Landed Interest, 
1840-70. 

Economic Fluctuations in the United 
Kingdom between 1923 and 1938. 


An offer of awards for 1954-55 will be made early in 1954, 
Further information may be obtained from the Secretary, 
Houblon-Norman Fund, c/o Bank of England, London, E.C.2. 
























RECENT PERIODICALS AND NEW BOOKS 


Journal of the Royal Statistical Society 


Vou. CXVI, Part 1, 1953. The Expansion of Statistics: Sm Ronaup 
FisHeR. The Analysis of Economic Time-Series—Part I: Prices: 
M. G. Kenpatt. The Price of Gold and the Purchasing Power of the 
Pound Sterling: H. Franken. United Kingdom: Comparison of 
Urban and Rural Retail Prices: J. R. BettERBy. Food Statistics : 
W. D. STEDMAN JONES. 

Economica 

Vou. XX, No. 78, May 1953. Robertson on Utility and Scope: L. 
Rosspins. The Logic of Surprise: G. L. S. SuHackite. Uncertainty, 
Costs, and Collectivist Economic Planning : J. WisEMAN. A Note on the 
Geometrical Representation of Elasticity of Demand for Imports: §8. A. 
Ozea. Insurance Investment and the London Money Market of the 18th 
Century: A.H.Jonn. The Dutch and the English Public Debt in 1777 : 
A. CarRTER. The Import Content of British Exports: W. Z. BILLEWwICcz. 


The Political Quarterly 


Vou. XXIV, No. 2, Spectan NumBer. THE CONSERVATIVE Party, 
Aprit-JUNE 1953. Principles of Conservatism: K. Frrmine. The 
Conservative Party and the Changing Class Structure: A. Maupr. The 
Economic Policy of the Conservative Party: R. Bootusy. Conservatives 
and Social Services: J. E. Powerit. A Conservative View of the 
Commonwealth: J. AMERY. Conservatives and Local Government: H. 
Brooke. How Conservative Policy is Formed: I. ButmMer-THOMAS. 
Conservatism and Liberalism : C. CooTe. 


The Manchester School of Economic and Social Studies 


Vou. XXI, No. 2, May 1953. The Theory of Forward Exchange and Recent 
Practice: J. Spraos. The British Export Trade Research Organisation : 
J. A. P. Treasure. Cost—Output Variations in a Multiple Product 
Firm: J. Jounston. The Industrial Structure of Towns: FREDA 
Conway. Profits in Large Scale Retailing: F. R. J. JERvis. 


Political Studies 


Vou. 1, No. 1, Fepruary 1953. Reflections on English Political Theory : 
Sir Ernest BarKER, The American Party System, 1952 Model: D. W. 
Brogan. What is Socialism? I: G.H.D.Corz. Public Corporations 
and the Classification of Administrative Bodies : D. N.CuHEsTER. A Note 
on Professor Oakeshott’s Introduction to the Leviathan: J. M. Brown. 
Vérification des Pouvoirs in the French National Assembly : P. CAMPBELL. 


The Journal of Industrial Economics 


Vou. I, No. 2, Aprit 1953. Towards a European Economy: P. RYKENS. 
Group Interest and Managerial Enterprise: O. W. KnautH: Location 
and Development of the Cotton Industry: R. Rosson. Notes on the 
Establishment of Branch Factories: G. Picton. Some Critical Remarks 
on the Significance and Use of the Breaking Even Point: J. L. MEts. 
Price Policy in the Coal Industry: A. Bracuam. Competition between 
the Nationalized Electricity and Gas Industries: E. K. HAWKINS. 


Applied Statistics 
Vou. II, No. 1, Marcu 1953. The Census of Distribution: D. A. CuarK. 
Estimating Variability from the Differences of Successive Readings: J. 
KEEN and D. J. Pace. Short-term Fluctuations in Petroleum Consump- 
No. 251—Vo.L. LXIII. 30 
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tion: J. D. Butter. A Statistical Approach to a Problem of Chemical 
Manufacture: A. Murr and F. Downton. A Comparison of Serial 
Number Digit Sampling with Systematic and Random Sampling: O. 0, 
Price and A.J.McKron. Stochastic Processes or the Statistics of Change : 
M. 8S. BARTLETT. 

The Sociological Review 


Vout. XLIV, Section 1, 1952. Population Policies and International 
Tensions: J. C. FLUGEL. 


International A ffairs 


Vou. XXIX, No. 2, Apri 1953. The Writing of Contemporary History for 
Chatham House: A. ToyNBEE. The ‘‘ European Policy” of France: 
H. AupHAND. The Nineteenth Congress of the Communist Party of the 
Soviet Union: I. DeutscHer. The Decline of the West in the Middle 
East—II ;: A. Hourant. The Ansac Dilemma: F.L.W. Woon. The 
Impact of Anti-Semitism on the New State of Isracl : E. MARMORSTEIN. 


Soviet Studies 


Vou. IV, No. 4, Aprin 1953. Dogma and Reality in Stalin’s ‘‘ Economic 
Problems’’: I. DrutscuHEeR. Rates of Growth under the Five-Year Plans: 
M. Doss. Notes on the Changing Functions of Party Congresses: R. 
SCHLESINGER. A Political Economy of Socialism in the Making: J. 
Mitter. A Note on Labour Utilization in the Kolkhoz: A. Nove and 
R. D. Latrp. 


Accounting Research 


Vot. 4, No. 2, Aprit 1953. The Influence of Law on Accounting in Canada: 
C. A. AsutEy. The Capital Error: P. N. Watuis. An Accounting 
Progression: F. Sewett Bray. The Economic and Accounting Con- 
cepts of Profit: A. G. Poot. The Construction and Presentation of 
Social Accounts: R. L. MATHEWS. 


The Incorporated Statistician 


Vou. 4, No. 1, Maron 1953. Index Numbers of Retail Prices : R. G. D, 
ALLEN. Aspects of Random Sampling for a Commercial Survey: F. 
Epwarps. The Statistical Function in a Distributive Organization: 
N. C. Turner. A Note on Intensity Measurement: A. Harris and 
L. T. WILKINS. 


The Banker 


Vot. C, No. 328, May 1953. A Keynesian Budget. Report on Nationalisa- 
tion—II : O. R. Hopson. Outlook for Raw Materials: E. H. STERN. 
Building Societies and Dearer Money: O. R. Hoxsson. 

Vout. C, No. 329, June 1953. Elizabethan Heritage. Monetary Policy 
Now. Europe’s Currency Plans. Report on Nationalization: III— 
Labour Relations: O. RK. Hopson. Making Money: M. WEEKLEY. 
Pakistan’s Crisis in Solvency. The Scottish Banks in Transition: F.S. 
TAYLOR. 


The Bankers’ Magazine 


No. 1310, May 1953. International Survey: H. E. Evirt. India: 
Problems and the Plan: Sir Joun Tuorne. Balance of Payments 
1952-1953 : J. HUNSworTH. 

No. 1311, June 1953. The Turn of the Tide?: W.M. Scammett. Ez- 
change Dealings in India: L. C. Witt1ams. Lighteenth Century In- 
wvestment Book : C. FE. Hicks. 


Barclay’s Bank Review 
Vou. XXVIII, No. 2, May 1953. The Coronation. Elizabethan Retrospect. 
The Finance of Industrial Enterprise. British Coins. Pakistan: 
Difficulties and Achievements, 
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District Bank Review 


No. 106, JuNE 1953. Economic Prospects of a New Era: 
This Boostful Age: A.W. Dean. The Backward Glance. 


Midland Bank Review 


May 1953. Monetary Survey 1952-3. Britain’s Forests—the Process of 
Rehabilitation. Economic Conditions and Prospects in Scotland. 


National Provincial Bank Review 


No. 22, May 1953. Post-war Financial and Monetary Developments in 
Belgium: L. Camu. Industry in Transition: S. R. DENNISON. 


The Three Banks Review 


No. 18, JuNnE 1953. Our Money—1838 and 1953: R. 8S. Sayers. The 
Budget as an Instrument of Policy, 1837-1953 : U. K. Hicks. Coronation 
Contrasts. 

Westminster Bank Review 


May 1953. Back to Economic Bedrock : G. Hutton. The Challenge of the 
Budget. Transport Policy and Investment in Roads: G. WALKER, M. 
BeEsLEY and A. Watters. Sovereign Islands. Do we need Agri- 
cultural Marketing Boards ?: G.R. AtteN. National Income. 


The Journal of the Institute of Transport 


Vou. 25, No. 4, May 1953. The Influence of Military Aviation on Civil 
Air Transport: Str F. Hanptey Pace. Developments and Prospects 
in British Transport: A.J. Pearson. Transport and the Irish Economy : 
C. T. BRUNNER. 


Planning 


Von. XX, No. 353, May 1953. The Monopolies Commission. 
Vor. XX, No. 354, June 1953. The Cost of Social Services 1938-1952. 


Town and Country Planning 


VoL. XXI, No. 109, May 1953. Flats, Houses, and Food Land. National 
Parks in the U.S.A.: J. Foster. Farm Land and Building. Chandi- 
garh: a New Town for India: FE. Maxweutt Fry. The Significance of 
Crofting: R. Bripcer. <A Third Garden City ? Street Furniture in New 
Towns : G. WILLIAMS. 

Vout. XXI, No. 110, Junge 1953. Taking Stock : D. DonNEtLY. National 
Parks in the U.S.A.: II: J. Foster. Old Towns for New: Sim P. 
ABERCROMBIE. The Design of Rural Housing Layouts: P. MAUGER. 
Men and Landscapes: J. D. U. Warp. Farm Land and Building. 
Education in New Towns: W. G. S. Croox. T'rees for Industrial 
Localities : R. Moruina. 

Vor. XXI, No. 111, Juty 1953. A Planner Outplanned: R. Stamp. 
Cement and the Countryside: J. Taytor. The High-Rise Fashion: 
L. Mumrorp. The Land Debate: D. Donnetty. Steel Town. Prob- 
lems of Planning Education: L. B. Kersir. Trees for Towns, I: 
R. Mortina. 

Cartel 


Vou. 3, No. 4, Apri 1953. Advertising—Master or Servant? : J. BRUNNER. 
Ireland’s Restrictive Practices Bill: B. Inctts. The Return of the 
Brands: R. Evety. French Law on Industrial Ententes: J. AUGTER. 
pa? and Control. Bigger Firms—and Better? Canada’s Fine Papers 

omoine. 


Progress (Lever Bros.) 


Vor. 43, No. 238, Sprina 1953. Portrait of a Contented People: Prem 
CHaya. Big Business—Curse or Blessing? : R. Brrp. British Initia- 
twe Abroad: R. Stnctarr. Whaling: G. MAxweLL. Citizens in the 
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Making: R.Carton. A Note on Taxation and Prices: Str HENRY Cray. 
A Dissertation upon Kippered Herring: B. Hottowoop. People for 
the Dominions : N. Nicouson. 


The Indian Economic Review 


Vou. 1, No. 3, Fepruary 1953. Mara’s Tableau Economique and ‘* Under. 
Consumption” Theory: 8S. Tsuru. An Analysis of New China’s 
Agrarian Reform Law: B. N. Ganeuut. Bank Capital in India; 
V. Sri Ram. Deficit Financing, Capital Formation and Price Behaviour 
in an Under-Developed Economy : V. K. R. V. Rao. 


Sankhya 


Vou. 12, Parts 1 and 2, DECEMBER 1952. Some Aspects of the Design of 
Sample Surveys: P. C. Manatanosis. An Extension of Wald’s 
Decision Theory to Unbounded Weight Functions : M. N. GHosH. Some 
Theorems on Minimum Variance Estimation: C. R. Rao. An Example 
of Non-Existence of a Minimum Variance Estimator: D. Basu. On 
Symmetric Estimators in Point Estimation with Convex Weight Functions : 
D. Basu. Minimum Variance Estimation in Distributions Admitting 
Ancillary Statistics : C. R. Rao. Ona Class of Admissible Estimators of 
the Normal Variance: D. Basu. On Sequential Tests of the Equality of 
Variance of Two Normal Populations with Known Means : 8. Rusuton. 
A Property of the t-Statistic: R. R. Banapur. On Some Uses of the 
t-Distribution in Multivariate Analysis: A. BuatrracHarRyya. The 
Inverse Hyperbolic Sine Transformation on Student's t for Non-Normal 
Samples: A. K. Gaven. Some Aspects of Stationary Time Series: K. 
NAGABHUSANAM. On the Estimation of Parameters Determining the 
Mean Value Function of a Stochastic Process: H. B. Mann. The 
Estimation of the ED50 for a Logistic Response Curve: D. J. Finney. 
Resolvable Balanced Incomplete Block Designs: E. J. ¥F. Primrose. On 
the Concept and Use of Orthogonal Semi-Polynomials : C. CHANDRA 
SEKAR and P. N. CHaxraBorty. A Statistical Study of Absenteeism in 
Indian Labour: M. Cuanp and A. K. Banergi. Statistical Quality 
Control in an Indian Manufacturing Concern : A. MAHALANOBIS. 


The South African Journal of Economics 


Vo. 21, No. 1, Marcu 1953. Sterling Convertibility : Str F. Lzrru-Ross. 
Uranium in South Africa: Atomic Energy Board. A Twenty-Five Year 
Plan—Some Reflections on the Paley Report: I.S.Luoyp. The ‘‘ Pigou 
Effect’’ and other Aspects of Asset Holdings on Consumption: R. J. 
Ranpatyt. Skets van die Ekonomiese Ontwikkeling van die Belgiese 
Kongo in die lig van die Tienjaarplan : F. van DAMME. 


International Labour Review 


Vou. LXVII, No. 4, Arr 1953. Practical Methods of Increasing Produc- 
tivity in Manufacturing Industries. Towards Higher Labour Productivity 
in the Countries of Western Europe : J. Fourasti&. Domestic Workers in 
Sweden: B. AKERMAN JOHANSSON. 

Vou. LXVII, No. 5, May 1953. The United Nations and Full Employment : 
A. A. P. Dawson. The Measurement of Productivity in State Under- 
takings and Public Services: G. ARDANT. Emigration from the Nether- 
lands; R.J. P. van G. BLEEKER and F. H. vAN DER MADEN. 


United Nations Economic Bulletin for Europe 


Von. 5, No. 1, 1953. Review of the Economic Situation in Europe during 
the Second Half of 1952. The Expansion of Western European Flat 
Products Capacity—a case study of development in steel. 


International Financial Statistics 


Vo. VI, No. 4, Aprit 1953. Quarterly Changes in the ‘‘ Dollar Gap”: 
1946-852. 
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Vou. VI, No. 5, May 1953. World Gold Production in 1952. United 
Kingdom Balance of Payments for 1952. 

Vor. VI, No. 6, JuNnE 1953. New Balance of Payments Statements for 1952. 
IFS Statistics on Gold and Foreign Exchange Holdings. 


Public Finance 


Vou. VIII, No. 1, 1953. The Control of Public Expenditure : U. K. Hicks. 
Some Aspects of National Budget Administration in Turkey: J. W. 
Martin. Adaptation of the Budget to the Tasks of a Modern State: R. 
JacomeT. Rearmament and Inflation: A. ANGELOPoULOS. The Budget 
and the Forms in which it is Presented : K. HEInIG. 

Vou. VIII, No. 2, 1953. Some Problems of Financing Development in Sierra 
Leone, West Africa: N. A. Cox-Grorce. The Problem of Incorporating 
Imputed Income of Government Investment and Interest of the National 
Accounts: M. Frank. British Public Debt in the Two World Wars: 
D. I. HEWELL. 


American Economic Review 


Vou. XLIII, No. 2, May 1953. Papers and Proceedings of the Sixty-fifth 
Annual Meeting of the American Economic Association. 


The Annals of the American Academy of Political and Social Science 
Vou. 287, May 1953. Judicial Administration and the Common Man. 


The Quarterly Journal of Economics 


Vou. LX VII, No. 2, May 1953. Revision of the Taft-Hartley Act: 8. H. 
SuichTeR. The Structure of the Housing Market: D. M. Buank and 
L. WinnicK. The Acceleration Principle Reconsidered: R. 8S. Ecxaus. 
Receivership in American Unions: H. B. Davis. Toward a General 
Theory of Sales Tax Incidence: J. F. Dux. 


The Journal of Political Economy 


Vou. LXI, No. 2, Aprin 1953. Arithmancy, Theomancy, and the Soviet 
Economy: N. M. Kaptan. Frederick B. Hawley’s Income Theory: 
R. M. Davis. Union Influence on Wages: The Construction Industry : 
8. P. Soporka. The Demand for Money: The Development of an 
Economic Concept : J.C. GILBERT. Contemporary Economics Resurveyed : 
M. BRONFENBRENNER. 


Review of Social Economy 


Vot. XI, No.1, Marcu 1953. Some Economic and Ethical Aspects of the 
Schuman Plan: C.A.ZEsot. Papal Teaching and International Economic 
Relations: R. J. Mitter. The Point Four Program and Our Re- 
sponsibilities to Underdeveloped Areas: W. J. Grpsons. Union Co- 
operation in Promoting the Marshall Plan: G. G. Hicerns. Co- 
determination in West Germany: E. A. Kurta. The Christian Trades 
Union Movement in Germany Before World War I: M. Diu. 


The Journal of Economic History 


Vou. XIII, No. 1, WuyterR 1953. Baltimore’s Aid to Railroads : C. Goop- 
RICH and H. H. Secau. Yates and McIntyre: Lottery Managers : 
H. G. J. Arrken. American Business and the Approach of War 1935- 
1941: R. N. SrroMBERG. 


The Southern Economic Journal 


Vor. XIX, No. 4, Apriz 1953. Saving Free Enterprise from its Friends : 
G.W.Strocxine. The Impact of Multi-Unit Bargaining on the Economy : 
T. R. Snavety. Capitalism and the Rule of Love: C. PHILBROOK. 
Multiple-Unit Operations and Gross Farm Income Distribution within 
the Old Cotton Belt: W. H. Nicnoitus. The Leontief System: J. M. 
Ryan. Employment and Relative Earnings of Spanish-Name Persons in 
Texas Industries : F. MEYERS. 
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Harvard Business Review 


Vou. 31, No. 2, Marcn—Aprit 1953. T'rends in the Cost of Capital: R.P, 
SouLE. Obstacles to Business Growth: K. Pow.tison. The “ Joint 
Capital Trust”: G. Simons. Administering Salesmen’s Compensation : 
H. R. Tospaut. The Hconomics and Politics of Money: G. L. Baca, 
Enterprise on the Prairies: C. M. Witit1ams. Does Nationalization 
Work? A Test Case from Britain: W.W.Haynes. Human Relations 
in Collective Bargaining: K. M. THomerson. Internal Auditing as an 
Aid to Management : W. T. JEROME. 


Agricultural History 


Vot. 26, No. 4, OctroBER 1952. British Policy and Native Agriculture in 
Kenya and Uganda: G. H. Parker. Henry A. Wallace’s Editorials 
on Agriculture Discontent, 1921-28: M. O. Stuuars. Antecedents of 
TVA: The. Legislative History of Muscle Shoals: N. WeEnceErt., 
Russian Expansion in the Light of Turner's Study of the American 
Frontier: D. D. TREADGOLD. The Opium Poppy as a Food and Spice 
in the Classical Period: A. C. ANDREWS. 


Journal of Farm Economics 


Vout. XXXV, No. 2, May 1953. What Should Go into the Parity Price 
Formula?: G. SHepHerD. Land Reform and Economic Development: 
R. Bartowe. China’s Road to Collectivization: A. D. Barnett. 
The Nature of the Race between Food Supplies and Demand in the United 
States, 1951-75 : W. W. Cocnrane and H.C. Lampe. Some Economic 
Implications of Input-Output Relationships in Fryer Production: E. L. 
Bravum and H. G. Watxur. Prices as Indicative of Competition among 
Retail Food Stores: K. D. NapEN and G. A. Jackson. Fifty Years 
of Farm Records in Minnesota: G. A. Ponp. Fuller Usage of Punch- 
card Equipment in Social Science Research through Improving Techniques : 
W. E. Pauuson and R. L. Smrrs. 


Economic Geography 


Vou. 29, No. 2, Aprit 1953. The Railways of French North Africa: B.E. 
Tuomas. Land, People, and Progress in the Cook Islands: W. B. 
JOHNSTON. Tonitown: Ozark Vineyard Center: L. Hewes. Con- 
nellsville Beehive Coke Region—a Declining Mineral Economy: E. W. 
Minter. Barstow, California: a Transportation Focus in a Desert 
Environment : J.GaRrison. The Fishing Industry of the Outer Hebrides : 
W. A. Hance. 


The Journal of Accountancy 


Vou. 95, No. 5, May 1953. Factors Affecting Fee Setting in the Professions : 
J. Backman. Procedure for Tax Refunds Over $200,000 Explained: 
H. T. Remine. Show Surplus Restrictions from Treasury Stock Pur- 
chases: F. K. Rapet. Income Determination and Accounting for 
Emergency Facilities: P. WEeBsTER. How to Play Audit Engagement to 
Cut Down Man Hours: C. H. Gray. Accountant's Course when Client 
Needs Life Insurance: M. D. BAcHRACH. 

Vou. 95, No. 6, JuNE 1953. The Case against Life: M. Moonrrz. The 
Case for Life: H. T. McAnty. Increasing Charitable Deduction by 
Non-Cash Gifts: J. K. Lasser. CPAs, Bankers help each other to 
help Clients: A. R. JENNINGS. CPA’s Responsibility for Events after 
Statement Date: W. PowrEtt. Professional Obligations to the CPA: 
V. Titty. 


University of Maine Bulletin 


Vou. LV, No. 11, Apri 1953. Regulation W: Experiment in Credit 
Control: R. P. Suay. 
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Revue D’ Economie Politique 


Vou. 63, No. 2, Marcn—Aprit 1953. La réforme monétaire, condition de 
Tunité européenne: R. AuBoin. Le réle de l Amérique dans la stabilisa- 
tion monétaire: W.J. Busscuavu. Réflexions sur une politique inflation- 
niste du crédit: M. Bountatian. Le probléme des interdépendances, 
chance @une économique appliquée: J-J. BouLANGER. Le probléme de 
l'organisation de Venseignement économique en France: Introduction: 
C. Rist. J.—Contre une coupure des études économiques et des études 
juridiques: F. Drvista. JI.—Pour la création de Facultés de Sciences 
économiques et sociales: M. ALLaIs. 


Population 


Vor. 8, No. 1, January—Marcu 1953. Les problémes de population 
européenne: I. Un plan d@eétudes. II. Perspectives sur les popula- 
tions : A. Sauvy and J. Bourceois-Picuat. Alcool, ou lait et viande? : 
R. Dumont. Problémes psychologiques de Vimmigration en France: J. 
SroETZEL and A. Grrarp. Un démographe engagé: Arstne Dumont 
(1849-1902) : J. Sutter. Influence de la météorologie et de la mortalité 
sur les naissances: J. VORANGER. Conception d’un dictionnaire démo- 
graphique: P. VINcENT. Observations sur la disparition de Vanalpha- 
bétisme ;: R. BINION. 


Annales de Sciences Economiques Appliquées 
Vou. 11, No. 1, Marcon 1953. Préliminaires a Vétablissement de la structure 
de lentreprise: U-J. Vars. La dette publique extéricure: A. TIMMER- 
mans. Problémes du travail—L’initiation des nouveaux travailleurs a 
Ventreprise : J. C. PIERRE. 


Revue de L’ Institut de Sociologie 


No. 3, 1952. Le conquantenaire de la fondation de l'Institut de Sociologie 
Solvay. L’évolution doctrinale du socialisme: R. Mossk. Le probléme 
des nationalités en Belgique: M. P. Herremans. Ltude relative a 
Vévolution des salaires et appointements : R. EVALENKO. 


Journal de la Société de Statistique de Paris 


Vor. 94, Nos. 1, 2, 3, JaNuARY, Fepruary, Marcy 1953. Les conditions 
de Véquilibre monétaire international: L. Camu. La psychologie de 
Vhomme rationnel devant le risque : la théorie et Veapérience : M. ALLats. 


Bulletin de L’ Institut de Recherches Economiques et Sociales 


Vou. XIX, No. 3, May 1953. La Belgique en 1952. 
Vou. XIX, No. 4, June 1953. La conjoncture économique de la Belgique : 
L-H. DuPRIEz. 


Institut Universitaire d’ Information Sociale et Economique 


No. 6, 1952. La Prolongation de la Scolarité obligatoire: G. 


JACQUEMYNS. 
No. 1-2, 1953. Mode de Vie des Ouvriers 1948-49 : G. JACQUEMYNS. 


Wirtschaftsdienst (In German with English Air Mail Digest) 


Vout. 33, No. 4, Aprin 1953. The Financial Side of the Equalization of 
Burdens Law: C. M6upERS. Pools will not Accomplish Full Integration. 
Aims and Effects of Agrarian Protection: H. HERLEMANN. Export 
Cartels and International Cartels in Evolution: H. FRIEDLAENDER. 
_The Rubber Industry in the German Federal Republic : H. Lopinsxy. 

Vox. 33, No. 5, May 1953. Increased Productivity and Full Employment by 
Planning and Competition: K. Scuitter. Fundamentals of European 
Agricultural Union: H. Drcken. West Germany’s Timber Trade 
without Price Controls : R. SCHROEDER. 
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Wirtschaft und Statistik 


Vou. 5, No. 4, Aprit, 1953. Die Entstehung des Sozialprodukts im 92. 
Halbjahr und im Kalenderjahr 1952: K-H. Raase. Der Verwendung 
des Sozialprodukts im 2. Halbjahr und im Kalenderjahr 1952: 0, 
ScuOrry. Index der Einkaufspreise fiir Auslandsgiiter: P. DENErFr; 
and W. Apter. Die alten Leute : K. HorsTMAnn. 

Vou. 5, No. 5, May 1953. Die statistiche Arbeit der Vereinten Nationen: 
G. Jacosi. Die Auslandsumsdtze der Industrie und die Berechnung von 
Exportquoten: D. Kunz. Die Entwicklung des Verbrauchs in Arbeit. 
nehmerhaushaltungen seit 1949 : P. DENEFFE. 


Jahrbiicher fiir Nationalékonomie und Statisiik 


Vou. 165, No. 2-3, May 1953. Der Streit um Keynes: E. ScHNEIDER, 
Uber die Méglichkeit der Wirtschaftsrechnung in den verschiedenen 
Wirtschaftsordnungen: W. Krewe. Das Deutsche Wirtschaftsleben 
des 14 und 15 Jahrhunderts im Schatten der Pestepidemien : E. Ketter, 


Zeitschrift fiir die Gesamte Staatswissenschaft 


Vou. 109, No. 2, 1953. Verkehr und Industrialisierung : F. Votcr. Some 
Emerging Concepts and Techniques for Regional Analysis : W. Isarp. 
Die Problemstellung in der gegenwdrtigen Preistheorie: K. Branprt. 
Die demographischen Verhiltnisse Westeuropas und Aussereuropdischer 
Lander: R. von UNGERN-STERNBERG. Struktur und Merkmal: H. 
Popirz. 


Allgemeines Statistisches Archiv 


Vou. 36, No. 4, 1952. Méglichkeiten und Grenzen der Statistik fiir die 
Marktforschung : C. KapFERER. Statistische Verfahren fiir Betriebsiiber- 
wachung und -forschung in der Industrie: U. Grar. Statistik des 
Auftragseingangs in der Industrie als Mittel der Marktbeobachtung: 
E. F. von Roeper. Berechnung und Aussegewert des Masseneinkom- 
mens: H. Scuiestincer. Direkte Berechnung des wahrscheinlichen 
Fehlers des Medianwertes : K. Soutu. 


Weltwirtschaftliches Archiv 


Vou. 70, No. 1, 1953. Die neue Entwicklung in der Landwirtschaft der 
Vereinigten Staaten und ihre Bedeutung fiir die Weltwirtschaft : F. Baan. 
Wirtschaftsentwicklung und Konjunkturstabilisierung: H. Bayer. 
Grundlagen der Betriebswirtschaftslehre : EX. SCHNEIDER. Expectations 
and Economic Stability : M.D. Brocxrz. Zur Theorie des wirtschaftlichen 
Wachstums : G. BOMBACH. 


Statistische Vierteljahresschrift 


Vou. 5, No. 4, 1952. Zur Methodik des Konjunkturtest-Verfahrens: 
J. PFanzacu. Zur Bayesschen Regel : L. SCHMETTERER. 


Bayern in Zahlen 


Vou. 7, No. 4, Aprit 1953. Die wirtschaftliche Entwicklung Bayerns im 
Rahmen des Bundes: H. Ranz. Die Ausfuhr Bayerns im Jahre 1952: 
J. LEIPNER. 

Vou. 7, No. 5, May 1953. Die Stadtregionen in Bayern : O. BousTEpt. 
Bilanz der Volkszéhlung: K. Kriecer. Die Wanderziele der Binnen- 
wanderer in Bayern 1947 bis 1952: W. Mater. Offentliche Finanzwirt- 
schaft im Wandel der letzten Jahrzehnte : W. JIRNSHOFER. 


Europa Archiv 


Vot. 8, No. 7, Aprit 1953. Die neue Verfassung Ruméniens, eine Entwick- 
lungsstufe zum ‘‘ Vollsozialismus’”’: L. ScHutz. Probleme der Franz- 
sischen Union. III. Teil: Anpasungsprobleme der franzdsizchen 
Kolonialpolitik nach dem Zweiten Weltkrieg : R-J. Gurron. 
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Vou. 8, No. 8, Aprit 1953. Das Wiedergutmachungsabkommen zwischen 
der Bundesrepublik Deutschland und dem Staate Israel: H. Votue. Die 
ersten Schritte der Europdischen Gemeinschaft fiin Kohle und Stahl: R. 
BARZEL. 

Vou. 8, No. 9, May 1953. Die Satzung der Europdischen Gemeinschaft. 
Zum Entwurf einer europdischen Verfassung : W. E. GENZER. 

Vou. 8, Nos. 10-11, May-June 1953. Die gesetzbeberische Tatigkeit des 
Obersten Sowjets der UdSSR und die Entwicklung der Sowjetexekutive 
von 1949 bis 1953: B. MEIssNER. Die Entwicklung der Russlindischen 
Emigration nach dem Zweiten Weltkrieg: 4: H. von Rimscwa. 

Vou. 8, No. 12, June 1953. Die Interimsarbeit an der Europdischen 
Verteidignungsgemeinschaft: H. J. HEIser. Anpassungsprobleme der 
franzésischen Kolonialpolitik nach dem Zweiten Weltkrieg (Fortsetzung) : 
R-J. GUITON. 


Monatsberichte des Osterreichischen Institutes fiir Wirtschaftsforschung 


Vout. XXVI, No. 3, Marcu 1953. Die Konjunkturlage im Friihjahr 1953. 
Osterreichs Anteil am westeuropdischen Aussenhandel. 

Vou. XXVI, No. 4, Aprit 1953. Zur Vereinheitlichung der Wechselkurse. 
Die wirtschaftliche Lage in Osterreich. 

Vou. XXVI, No. 5, May 1953. Die wirtschaftliche Bedeutung des ERP- 
Counterpart fonds. Die wirtschaftliche Lage in Osterreich. 


Schweizerische Zeitschrift fiir Volkswirtschaft und Statistik 


Vox. 89, No. 2, APRIL 1953. Soziale und wirtschaftliche Strukturwandlungen 
in den Vereinigten Staaten : M. SmLBERScHMIDT. Les échanges entre pays 
a systémes économiques différents: A. Masnata. Strukturwandlungen 
am Markte der miindelsicheren Werte: C. GassER. Die Liberalisierung 
des Versicherungs- und Riickversicherungsverkehrs : M. GROSSMANN. 
Theorie und Anwendung der Kreislaufbetrachtung : H. PETER. 


De Economist 


No. 4, Aprit, 1953. Enkele aspecten van de loonpolitiek bij volledige werk- 
gelegenheid : J. W. DE Pous. Vanen over Schumpeter: P. HENNIPMAN. 

No. 5, May 1953. Emigratie als bijdrage tot vermindering van den bevolk- 
ingsdruk in Nederland: G.T.J.DEtFraaauw. Recente discussies over de 
grondslagen van de leer der optimale maatschappelijke welvaart: F. W. 
DirKerR. Internationale economische kroniek : E. D. DE MEESTER. 


Giornale degli Economisti e Annali di Economia 


Vou. XII, No. 3-4, Marcu—Aprit 1953. La Determinatezza dell’ Equilibrio 
Generale Statico e Dinamico: P. Casticriont. La Weltanschawung 
Marxista nei Riflessi della Critica Psiconalitica: R. Macet. I Paesi 
“ Periferici”’ di Fronte alla Fluttuazione Economica Internazionale : 
V. Marrama. Profitti Sterili e Profitto Fecondo: A. Breauia. Con- 
siderazioni su la ‘‘ Questione Meridionale”’ : G. GIorGI. 


Review of Economic Conditions in Italy (Banco di Roma) 


Vou. VII, No. 3, May 1953. Free Enterprise versus Economic Planning : 
C. Brescrani-Turront. The Enquiry regarding Italian Civil Aviation 
and its First Consequences: I. S. Tomastno. The Investment Plan in 
Southern Italy as a National Economic Program : I. G. ORcEL. 


L’ Industria 


No. 1, 1953. Le interdipendenze strutturali tra la Italia del Nord e quella del 
Sud: B. Cuenery. Sull’ analisi delle interdipendenze strutturali dei 
settort economici: 8. CHERUBINO. Osservazioni intorno al modello di 
Leontief : F. BramBriia. La poverta dello storicismo : C. Porrer. 
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Italian A ffairs 


Vou. II, No. 2, Aprit 1953. Italy and the Arab Countries. The Govern. 
ment’s Emigration Policy. Italy's Foreign Trade. The Political, 
Legislative and Judicial Structure of the Italian Republic. Social Welfare, 
The Land Reform Scheme. 


Critica Economica 


No. 2, Aprit 1953. Nostro Paese. L’aggravamento della crisi agraria 
italiana: C. Nourian. Per una riforma tributaria democratica: A, 
PESENTI. 


Skandinaviska Banken Aktiebolag 


Vou. XXXIV, No. 2, Aprit 1953. The Market Mechanism of Adjustment : 
P. Jacossson. The Return to Buyer’s Markets: H. HEYMANN. Joint 
Consultation in a Commercial Bank: A. Beragvist. The Stock Market 
in Sweden: K. H. LEINeE. 


Nationalokonomisk Tidsskrift 


Vox. 91, No. 1-2, 1953. Current Problems in Swedish Economic Policy : 
Erik LunpBera. A lecture given to the Danish economic society on 
anti-inflationary policy since the war. Money Wages and Real Wages: 
Sven Dano. A restatement of macro-economic theory concerning the 
effects of an autonomous change in the general wage level, in terms of 
a static Keynesian model, a Tinbergen decision model and a wage-—price 
spiral. Some of the relevant literature is mentioned. Js Retail Trade 
Lfficient—and for whom?: Lis Grogs. Equalization of Rent-levels 
between older and newer properties : JORGEN PEDERSEN. Review article 
of an excellent committee report on rent control. Apparently all the 
proposals made are politically impossible. 


Ekonomisk Tidskrift 

Vou. LIV, No. 2, June 1952. Observations on the term ‘‘ Social Class”: 
E. DantstrOm. After a discussion of Swedish census information on 
the distribution of the population by social class, this paper deals with 
recent contributions to the subject by sociologists and suggests some 
directions in which further work may prove useful. Monopolistic 
Price Policy and Employment: A. Ostuinp. A “ macro-quantitative ” 
analysis for a closed economy designed to show the conditions which must 
be fulfilled under a regime of monopolistic pricing if full employment is 
to be maintained. The Role of Money in the Classical System of Economic 
Interdependence—Patinkin v. Cassel: Brent Hansen. A review of 
Don Patinkin’s recent articles on the classical interdependence system, 
with special reference to Cassel’s version of the latter. After a summary 
of Patinkin’s criticism, the paper gives a careful recapitulation of the 
assumptions underlying Cassel’s system and comes to the conclusion 
that this system does not necessarily suffer from the logical weaknesses 
suggested by Patinkin. 

Vot. LIV, No. 3, SeptemMBER 1952. Bank Liquidity and the Credit Market : 
Some Observations on Modern Money Theory : E. DaumMétn. The theories 
of Keynes and the Stockholm School have tended to overlook the role 
of bank liquidity, one reason for which may be that these theories 
germinated in the depression years of the thirties. The concern of banks 
for their liquidity is a highly sensitive factor, and it needs to be given 
greater recognition in theoretical formulations. Monopolistic Price 
Policy and Employment: Notes on Ostlind’s Paper: Ratpn TURVEY. 
Ostlind’s ‘‘ macro-quantitative”’ model (published in Ekonomisk 
Tidskrift, Vol. LIV, No. 2), being ‘‘ unusual both in terminology and 
exposition,” is here interpreted ‘‘ for those who find Ostlind’s private 
language too difficult.” The article is in English. ‘The main theoretical 
results are restated in familiar terminology. Ostlind’s Employment 
Problem; L. LinpBercer. A criticism of Ostlind’s argument on 
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Monopolistic Price Policy and Employment. Reflections on Bent Hansen’s 
Paper on Cassel and Patkinin: H.Dicxson. A criticism of Bent Hansen’s 
article in Ekonomisk Tidskrift, Vol. LIV, No. 2. 


Revista de Economia 


Vou. VI, No. 1, Marcu 1953. Adgumas consideragées a propésito do Plano 
de Fomento: F. G. Lesre, U. Nascimento and V. Morerra. Injlagao 
e sua medida—o caso portugués : A. E. Beto and J. P. VILexa. 


Boletin de Estudios Economicos 


Vou. VIII, No. 29, May 1953. Seguridad Social y Doctrina Social Catélica : 
L. A. SoBREROCA. Ordenacidn de Conceptos en la Teoria Cuantitativa. 
Neuva Formulacién de la Velocidad del Dinero: J. M. RopricuEs- 
Lavorrica. Repercusiones Econémicas de la Recogida de las Obligaciones : 
J.M.S. Atpoma. 


Economic Bulletin of the National Bank of Egypt 


Vou. VI, No. 1, 1953. The Clearing Banks in Egypt's Credit Structure. 
Statistics of Clearing and Debits to Customers Accounts in Egypt. 


Israel Economic Statistics 


No. 4, Fepruary 1953. Statistics of Population, Settlements, Agriculture, 
Building, Industry, Prices, Labour, Transport and Communications, 
Foreign Trade and Finance. 


The Annals of the Hitotsubashi Academy 


Vou. III, No. 1, OctoBER 1952. Mr. Spectator as an Economist: T. 
Uepa. Bushidé in its Formative Period: T. Kawaxamt. The Yu 
Hsia and the Social Order in the Han Period: T. Masusucui. Capital 
Accumulation and Agriculture: 8. Kawano. Department Store Business 
in Japan: G. Fuxami. The Will in Private International Law on 
Japan: I. Kuso. 


Statisztikai Szemle (Hungarian Text) 


Fespruary 1953. The XIX Congress of the Communist Party of the Soviet 
Union and the Tasks of Soviet Statistics: V. Srarovsxy. Comrade 
Stalin’s Work ‘* Economic Problems of Socialism in the U.S.S.R.”’ Indicates 
the Right Road for Statisticians: J. Zaua. On the Classification of the 
Branches of Material Production: P. Mosxvin. The Present Position 
in Public Health Statistics: G. Somoayr. Concerning the Erroneous 
Articles of Comrades Chermensky, Mikhailov and Sobol: I. PisarEv. 
The First Statistical Work Published in Hungarian: A. Virt. Ex- 
perience in Teaching Statistics at Technical Colleges for Economics. 

Marcu 1953. J. V. Stalin. Some Questions of Agricultural Statistics : 
A.Mép. The Development of Statistics on Cultural Affairs : E. SzaBapy. 
Bourgeois Apologetics in British Mortality Statistics: A. Boyarsxy. 
Concerning Services Supplied by Industrial Enterprises: G. BAcs and 
L. Tuu. A New Pro Forma for the Monthly Livestock Reports of Collec- 
tive Farms: A. Bryansky. The Reduction of Cost Prices and the 
Profitability of Industrial Enterprises : L. DRECHSLER. 

Aprit 1953. Capital Construction in the Fifth Five-Year Plan and the 
Tasks for the Statistics Thereof : K. Vinocrapov. Statistical Operation 
in the Ministry of Internal Trade: G. GAt. Investment and Con- 
struction Statistics : O. LuKAcs. Falsification of Statistics in the U.S.A.: 
V.CHERMENSKY. Improvement in the Operation of Agricultural Returns : 
I. Oros. Productivity Analysis in Engineering: J. HortTOBAGYI. 
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Voprosy Ekonomiki (Russian text) 


No. 2, 1953. An Historic Speech by the Great Leader of the Soviet People : 
A. VixentEv. The Law of the Unfailing Conformity of Productive 
Relations with the Character of Productive Forces : G.GaKk. The Economy 
Campaign is the Most Important Lever for the Further Upsurge of the 
National Economy: K. FEDOSEEV. Questions of Agricultural Develop. 
ment in the U.S.S.R. during the Fifth Stalin Five-Year Plan: P, 
GotuBKov. On the Disintegration of the Single World Market: M. 
NEsTEROV and Ya. Kotrovsxy. The Increase in the Burden of Taxation 
and Inflation in Capitalist Countries: E. BREGEL. Questions of Subject 
Matter and Content of the Science of Economics and the Organisation of a 
Socialist Industrial Enterprise : S. KAMENITSER, V. KONTOROVICH and 
G. PuscHULIN. 

No. 3, 1953. The All Conquering Force of Marxism-Leninism. The 
Teaching on Surplus Value is the Cornerstone of Marx’s Economic Theory : 
I. Bryumtin. Marx on the Economics of Pre-Reform Russia: A. 
TusHuNov. On the Character of Popular Democracy in China: V. 
MASLENNIKOV. The Socialist Industrialisation of the European Countries 
of Popular Democracy: M. Paromov. The Enslavement and Systematic 
Plunder of the Peoples of Under-Developed Countries is a Means for 
the Securing of Maximum Profits by Monopoly Capitalism : K. IzMayuov. 
The Development of Agricultural Mechanisation in the Fifth Five-Year 
Plan: A. KiryvUKHIN. 

No. 4, 1953. The Elimination of the Contrast Between Mental and Manual 
Labour in the U.S.S.R. and the Ways of Abolishing the Essential Differences 
Between Them : D. ParFitnov. On the Importance for Socialist Economics 
of the Basic Premises of Mara’s Theory of Reproduction: A. BEcHIN. 
On the Viability of Socialist Industry: A. Bacnurtn. The Bourgeois 
Theory of the National Income in the Service of Imperialism : F. GRACHEV. 
Questions of the Subject Matter of Branches of Economics : A. YEMELYANOV. 
On the Subject Matter of the Economics of Socialist Agriculture: G. 
ROMANCHENKO. Scientific Session Devoted to the Work of J. V. Stalin 
** Economic Problems of Socialism in the U.S.S.R.” The Productive 
and Economic Successes of Enlarged Collective Farms : V. OVICHINNIKOVA. 





Planovoe Khozyaistvo (Russian Text) 

No. 6, 1952. The Economic Laws of Socialism and the Tasks of Planning 
the National Economy. The Fundamental Economic Law of Socialism: 
G. KosyacHenko. The Building Programme of the Fifth Five-Year 
Plan: P. Ivanov. The Development of the Fuel Base of the U.S.S.R. 
Economy During the Fifth Five-Year Plan: M. Sucureprin. Funda- 
mental Problems of the Transport and Communications Development in 
the Fifth Five-Year Plan: D. Zacuyaptmov. T'he Progress of the 
Material Prosperity and Cultural Levels of the Soviet People in the Fifth 
Five-Year Plan: A. Korosov. Bourgeois Falsification of Unemploy- 
ment Data in the U.S.A.: LL. TsyRuIn. 

No. 1, 1953. The Immortal Name of Stalin will Always Live in the Hearths 
of the Soviet Notions and of All Progressive Mankind. J. V. Stalin on 
the Law of Planned, Proportionate Development of the Economy : G. PEROV. 
Technical Progress in the U.S.S.R. Economy during the Fifth Five-Year 
Plan: N. Soxotov. The Tasks of the Building Industry in the Fifth 
Five-Year Plan: 8. Smirnov. The Development of Soviet Trade in the 
Fifth Five-Year Plan: N. Bocacurev. The Economic and Cultural 
Progress of the Soviet Baltic States: D. Draryar. Planning Socialist 
Agriculture : G. GAPONENKO. 


Vestnik Statistiki (Russian text) 

No. 1, 1953. The Work of the Organs of State Statistics Must be Equal to 
their New Tasks. Concerning the Statistical Analysis of the Installation 
of New Technique in the National Economy: I. Ryznov. The Ac- 
countancy of Overhead Expenses in Procurement and Sales of Agricultural 
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Products: S. Particut. Some Problems of Statistical Theory: T. 
Koziov. Questions of the Subject Maiter of Statistical Science: S. 
GurevicH. The Publication of Volume XII of the Marx and Engels 
Archives: L. Kasuxareva. The Falsifying Character of Bourgeois 
Statistics of Foreign Trade: 8. BAKULIN. 


Finansy I Kredit S.S.S.R. (Russian tezt) 


No. 6, 1952. For a Mobilisation of Monetary Resources for the Work of 
Economic and Cultural Construction. U.S.S.R. Finance in the Service 
of the Economic Laws of Socialism: A. Bacuurtn. The Five Years 
Since the Soviet Monetary Reform: A. GusaKxov. Private Savings in 
the U.S.S.R.: L. BAtLER. The Financial Plan and Enterprise Account- 
ing: Yu. SHENGER. The Budget and Economic-Cultural Construction 
in the Turkmen S.S.R.: A. YuzBasHcHEY. Financing the Leningrad 
Economy: V. MastaKkov. The Strengthening of Financial Control: 
K. Kunetovsky. For the Fulfilment of the Plan for State Revenue: 
V. BryasHov. Mechanical Bookkeeping at the State Bank: M. 


tries Grozovsky and A. IvANCHENKO. Credit for the Pre-Term Purchase of 
natic Goods: S. Mezurporskaya. Reserves for Increasing the Velocity of 
} for Circulation of Funds : B. KaucEer. Control by the Observance of Financial 
LOV. Discipline: M. Kosuretev. Improve Credit Accounting. The Analysis 
Year of Plan Fulfilment for Product-Mix: V. Korsunov. The European 
Payments Union Crisis: Z. ATLAS. 

nual No. 1, 1953. A Wider-Use of Reserves in the Economy. The Fundamental 
nces Economic Law of Socialism and the Soviet Finance and Credit System : 
mics E. Brecet. U.S.S.R. State Budget Revenue during the Fourth Five- 
HIN. Year Plan: K. Piotntkov. Seek, Find and Use Reserves ! :; I. FADEEV. 
yeois Planning the Finances of an Enterprise: A. Borman. Personnel 
HEV. Registration and Estimates for 1953: P. PsHentcHny. An Important 
NOV. Factor in the Improvement of Circulating Capital Use: D. BOCHKAREV. 

G. Reimbursements on Building Estimates: 8. Kustov. Greater Attention 
palin to the Preparation and Execution of Village Budgets: V. STEPANOV. 
ctwve Improve Financial Work, Spread Advanced Experience more Widely. 
OVA. The Calculation of Income Tax on the Profits of Industrial Co-operatives : 


A. Kupriyanov. The Monetary and Credit System of Western Germany 
—a Tool of Remilitarisation: M. S—REBRYANY. N. Ogarev on Credit: 
V. MARTYNOVSKAYA. 

No. 2, 1953. Greater Revolutionary Vigilance. Local Budgets are an 
Important Instrument for Economic and Cultural Construction. Union 
Republican Budgets in the Service of the Peoples of the U.S.S.R.: N. 
VENIAMINOV and N. Osotensky. The Local Budgets of the Ukrainian 
S.S.R.: I. Popov. The Régime of Economy is the Most Important 
Lever for the Further Progress of the National Economy: I. SLAvNyY. 
Tasks of the Trade Union Organisations of Financial and Bank Officials : 
A. Loseva. Assistance to the Successful Carrying-out of the Spring 
Sowing: G. Kovatenko. Strengthen Bank Control in the Food In- 
dustry: H. Barkovsky. Reserves for Cutting Building Costs : I. SHER. 
Ensure the Receipt of Tax Payments within the Established Time: D. 
Burmistrov. Ways to Improve the Work of the State Bank : A. ROGULIN. 
Perfect and Consolidate Financial Control: M. Kartev. Current 
Problems of Budgetary and Control Operations. Improve Bank Control. 
The Analysis of the Viability of an Industrial Enterprise ; I. SHoLOMOVICH. 

No. 3, 1953. Let Us Close our Ranks More Tightly Around the Great 
Party of Lenin-Stalin. To Overcome Subjective Errors in the Theory of 
Soviet Finance and Credit. The Tasks of Savings Banks in 1953: P. 
DimirricHEv. Strengthening Control of the Receipt of Budget Revenue : 
A. Krivenxe. Ways to Broaden Inter-Accounting in Light Industry : 
A. Kazantsev. Eliminate the Abstraction of Circulating Funds for 
Capital Construction and Repair: G. Ercutn. The Budgets of the Euro- 
pean Popular Democracies are Budgets of Peaceful Construction: D. 
Burakoy. Standardisation of the Transitory Residual Funds of Local 
Budgets. Speed Up the Receipt of Turnover Tax by the Budget: P. 


ning 
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DoMASHENKO. A Rebate Which Should be Abolished : B. PAMuUsHINSky, 
Reimbursements on Building Estimates : R. KrumeGawz and L. PEREvtMay, 
Work with Junior Bank Staff: I. Baskov. Improve the Planning and 
Utilisation of Capital Investment: H. Goroprtsky. Reserves for 
Lowering Building Costs: P. MikeLapzeE and P. Trmanov. he United 
States Budget—A Weapon of Aggression and the Preparation of a New 
War; A. BuxKIn. 

No. 4, 1953. Strictly Observe State Financial Discipline. J. V. Stalin 
and the Building of the Soviet Financial System: A. ALEXANDROV. 
The Retail Price Reduction and the Strengthening of the Soviet Rouble : 
V.Lasrov. Ensure the Timely Receipt of Tax Payments : N. Kuznetsov, 
MTS Finance: Z. Deotyarev. Improve Inspection Work at the 
State Bank: I. Bucrerv. Circulating Funds in Building: S. Rus. 
SHTEIN and I. GrinsHpan. State Bank Control in the Placement of 
Goods: A. ANDRF *. For a Better Utilisation of Internal Resources in 
Construction: I. \.stkov. For the Strictest Economy in State Funds. 
Raise the Efficiency of Bank Control. Some Questions of Currency 
Planning: I. Yacoptn. The Armaments Race and the Further Weaken- 
ing of the Financial System in Capitalist Countries : Yu. POKATAEV. 


Probleme Economice (Rumanian text) 


Vout. VI, No. 1, January 1953. The Continued Strengthening of the 
Popular Democratic Order in the Rumanian People’s Republic: G. 
GHEORGHIU-DeEJ. Report on the 1953 State Budget: D. PEtTReEscu. 
The Year 1953—the Decisive Year for the Fulfilment of the Five-Year 
Plan in Four Years. The Peculiarities of Investment and the Crisis 
in Contemporary Capitalism: I. TRAKHTENBERG. The Fundamental 
Economic Law of Contemporary Capitalism: G. Lanyt. The Un- 
interrupted Advance in the Welfare of the Soviet People: LL. Mator. 
The Victory of Our Planned Economy—The Exhibition ‘*‘ The Planned 
Economy of Rumania at Full Speed Ahead”: G. Sivarv. Towards a 
Fair Treatment of Economic Problems in Our Technical Literature : 
M. §teran. The Transformation of Titoist Yugoslavia into a Colony of 
American Imperialism: D. Hervian. On the Classification of the 
Branches of Material Production : P. Mosxkvin. 

Vout. VI, Nos. 2-3, Fepruary—Marcu 1953. Karl Marx—The Genius 
Founder of Scientific Communism. The Fundamental Economic Law of 
Socialism: I. DorosHEv. J. V. Stalin on the Main Preconditions for 
Preparing the Transition to Communism: T. Petrescu. The Law of 
Planned Proportional Development in a Socialist Economy: P. ALEXIv. 
The Great Construction Projects of Communism and their Economic 
Importance: H. Soare. Vhe Engineering Industry, an Important 
Factor in the Technical Progress of Socialist Production : 8. PETRESCU. 
The Successes of Economic Development in the Popular Democracies: A. 
Marius and P. Bruparvu. The Colonial Dependency of Latin America: 
L. Stroga. 


Planované Hospoddistivi (Czech teat) 

No. 1, 1953. The Drawing up of the Technical—Industrial-linancial Plan 
is a New Method of Participation of Workers in National Economic 
Planning: B. Tomex. Planning New Technique: F. Kkistex. The 
Practice of Soviet State Arbitrage: V. Lacnuout. Material Balances 
and their Role in Planning the National Economy : M. Kozin. 
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NEW BOOKS 


British 


ArMyYTAGE (F.). The Free Port System in the British West Indies. 
A study in commercial policy, 1766-1822. London: Longmans for 
the Royal Empire Society, 1953. 9”. Pp. 176. 21s. 


[To be reviewed. ] 


AsHwortu (W.). Contracts and Finance. History of the Second 
World War. London: H.M. Stationery Office and Longmans, 1953. 
94”. Pp. v + 309. 22s. 6d. 

[To be reviewed. ] 


Banking and Foreign Trade. A Series of Lectures delivered at the 
Fifth International Banking Summer School, Christ Church, Oxford, 
July 1952. London: Europa Publications (for the Institute of 
Bankers), 1952. 84”. Pp. 256. 15s. 

(This, like earlier volumes, contains the lectures delivered at the Inter- 
national Banking Summer School, held during July 1952. Prof. A. J. Brown 
opened with a discussion of ‘‘ The Present Pattern of World Trade ” in which he 
put the main emphasis on the economic forces shaping the pattern of trade and the 
current changes due to changes in those forces. Prof. R. F. Kahn, in speaking on 
“International Regulation of Trade and Exchanges,” was concerned primarily 
with the edifice erected during the last years of the war to deal with commercial 
policy and the regulation of currencies—the I.M.F. and its articles of agreement, 
the 1.T.O. and G.A.T.T.—the concept in the minds of those who planned them 
and the reasons why that concept has not been realised. Dr. Per Jacobsson, in 
discussing, on a more personal plane, the problems of “‘ Trade and Financial 
Relationships between Countries—the Progress towards Multilateralism ”’ 
provided many interesting and sometimes controversial obiter dicta about the 
ineffectualness of the International Monetary Fund, American opposition to the 
German rehabilitation scheme of 1950, the wisdom of aiming at convertibility, the 
virtues of flexible monetary policies. Mr. W. B. Reddaway dealt with “ Govern- 
ment Intervention and Influence in Foreign Trade.” His main conclusions were 
these; that the world should strive to get away from detailed and ever changing 
intervention; that a simple sweeping away of all restrictions is impossible; that 
a longer-term policy should be based on determined attempts by deficit countries 
to avoid excessive aggregate demand, improvement of competitive power (if 
necessary by devaluation) where deficits are chronic, the freeing of markets by 
surplus countries. These more academic contributions were followed by a group 
of lectures by experts on banking techniques. Mr. L. G. Pearce, Assistant Chief 
Cashier in charge of Exchange Control and Overseas in the Bank of England, 
proviled a very interesting and useful account of ‘“ British Exchange Control— 
the System and its Effects.” Mr. H. H. Thackstone, Chief Foreign Manager of 
the Midland Bank, described ‘‘ The Methods of Financing Foreign Trade: The 
Part Played by the Banks.” Mr. Paul Bareau gave an excellent account of 
“The Position of Sterling in International Trade.” Sir Cecil Weir, formerly 
Chairman of the British Dollar Exports Board, discussed ‘‘ Problems of Foreign 
Trade,’ Mr. F. E. Harmer ‘“‘ The Practical Carriage of Goods by Sea”’ and Mr. 
C. H. Johnson added ‘‘ Some Practical Points regarding Documents of Marine 
Insurance and Clauses in relation to Foreign Trade.’’] 


CHILDREN’S SAFETY CRUSADE TrusT. The Child on the Road. 
A report based on a study of the experience of 1951 presented to the 
National Federation of Women’s Institutes. London: Economic 
Research Council for the Children’s Safety Crusade Trust, 1953. 
94". Pp. 72. 4s. 

[This is the report of a study group under the chairmanship of Professor 
J. Harry Jones. Most of its space is taken up with detailed statistical particulars 


of road casualties suffered in 1951, analysed by time of day, age of child and 
circumstances of accident, The most striking feature of the charts is that the 
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pedestrian accident rate is invariably highest for children aged about six, whereas 
the number of accidents to cyclists generally rises in each successive age group up 
till sixteen.] 


CrosL~anp (C. A. R.). Britain’s Economic Problem. London: 
Jonathan Cape, 1953. 8”. Pp. 5 + 224. 12s. 6d. 


[To be reviewed.] 


Dovetas (D. W.). Transitional Economic Systems. The 
Polish-Czech example. London: Routledge & Kegan Paul, 1953, 
9”. Pp. vii + 375. 25s. 


[To be reviewed.] 


Fay (C. R.). Round about Industrial Britain 1830-1860. The 
Toronto Lectures. Toronto: University of Toronto Press (London: 
Geoffrey Cumberlege), 1952. 93”. Pp.227. 45s. 


[To be reviewed. ] 


FLORENCE (P. S.). The Logic of British and American Industry, 
A realistic analysis of economic structure and government. London: 
Routledge & Kegan Paul, 1953. 84”. Pp. v + 368. 28s. 


[To be reviewed.] 


GamBa (C.). The Italian Fishermen of Fremantle. A preliminary 
study in sociology and economics. Crawley, Western Australia: 
University of Western Australia, 1952. 10”. Pp.100. 10s. 6d. 

[The author describes the development of the fishing industry in Western Aus- 
tralia and the legislation to which it has been subjected, particularly with regard 
to marketing. After two chapters devoted to these economic issues, the author 
goes on in the third to discuss the Italian community in Fremantle from the point 
of view of human ecology.] 


Guass (D. V.) (Ed.). Introduction to Malthus. London: Watts, 
1953. 8”. Pp.v +205. 10s. 6d. 


[To be reviewed. ] 


HoRSTFIELD (J.). The Control of Raw Materials. History of the 
Second World War. London: H.M. Stationery Office and Long- 
mans, 1953. 94”. Pp. v + 530. 35s. 

[To be reviewed.] 


Hutton (G.). We Too Can Prosper. The promise of produc- 
tivity. London: Allen & Unwin for the British Productivity Council, 
1953. 8}". Pp. 248. 12s. 


[To be reviewed.] 


LamsTon (A. K.S8.). Landlord and Peasant in Persia. London: 
Oxford University Press, under the auspices of the Royal Institute of 
International Affairs, 1953. 9”. Pp.v +459. 42s. 


[The main emphasis of this extremely learned volume is legal and institutional 
rather than economic, but it contains a great deal of value to any student of the 
Persian economy, and is likely to establish itself as the standard work in its field. 
The first part of the book traces the historical development of land tenure n 
Persia from early times until 1906. In the second the author surveys the existing 
situation, with much detail relating to conditions in different parts of the country. 
Concluding chapters deal with the standard of living of the peasant and the ever- 
present problem of indebtedness, and discuss means whereby improvements in the 
present unsatisfactory agrarian conditions might be effected.] 


Lreneyet (S. J.). International Insurance Transactions. In- 
surance in the balances-of-payments. Melbourne: Faculty of 
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Economics and Commerce (London: Wadley & Ginn), 1953. 94”. 
Pp. 139. 55s. 

[This extremely painstaking work falls into two parts. In the first the author 
describes the chief forms of international insurance transactions and attempts to 
assess trends in the balances of international insurance payments in recent times. 
The second part is a country-by-country survey, giving such official figures 
relating to insurance business as are available in each case, and supplementing 
these with estimates of the order of magnitude of the place of insurance remittances 
in the country’s balance of payments, in cases where, as is usual, the official 
figures are silent on this point.] 


LerNeER (A. P.). Essays in Economic Analysis. London: Mac- 
millan, 1953. 9”. Pp. v +394. 28s. 


[To be reviewed. ] 


McCreary (G.F.). The Malthusian Population Theory. London : 
Faber, 1953. 9”. Pp.191. 15s. 
[To be reviewed. ] 


Moore (A. M.) and Perry (J. H.). Financing Canadian Federa- 
tio. Toronto: Canadian Tax Foundation, 1953. 9”. Pp. iii + 117. 
$1. 


[This study of the fiscal relations between the federal government of Canada 
and the provinces is divided into three parts. The first sketches briefly the course of 
events from Confederation in 1867 till 1941, and prepares the way for the detailed 
discussion in part two of the provisions of the federal-provincial tax agreements 
concluded between 1941 and 1952. In the final part the authors discuss the 
reasons why the agreements have in practice worked out reasonably well despite 
some seemingly obvious shortcomings in the principles on which they are based.] 


Newark (F. H.), Cook (J. I.), Harkness (D. A. E.), Freer 
(L. G. P.) and Nem (D. G.). Devolution of Government. The 
experiment in Northern Ireland. London: Allen & Unwin for the 


Institute of Public Administration, 1953. 83”. Pp. 99. 6s. 

[This group of five papers on administrative and constitutional problems in 
Northern Ireland includes two essays likely to be of particular interest to econo- 
mists: “‘ Financial Relations between the Exchequers of the United Kingdom and 
Northern Ireland,”’ by J. I. Cook, and “ Agricultural Administration in Northern 
Ireland,” by D. A. E. Harkness. ] 


THe NvuFFIELD FounpaTion. Ten Year Review, 1943-1953. 
London : The Nuffield Foundation, 1953. 84”. Pp. 50. 

[This retrospective report records the main policies pursued by the Nuffield 
Foundation during the first ten years of its life and gives a general indication of the 
kinds of work supported. A more detailed account of particular projects and 
achievements is to be published separately.] 


Orp (L. C.). Industrial Frustration. Common sense for trade 
unionists. London: Mayflower Publishing Co., 1953. 74”. Pp. 
vi +178. 12s. 6d. 

[In this posthumous book the late Lewis C. Ord restates his well-known views 
about industrial efficiency and the crucial importance of reducing to the minimum 
the proportion of the labour force occupied with “‘ non-productive ” or managerial 
functions. The book is marked by a good deal of overstatement, and many of the 
arguments used by the author hardly satisfy the requirements of scientific 
method; but much of what he says is interesting and worthy of attention, 
especially where he is drawing on his own personal experience.] 


PearL (M. L.). William Cobbett. A bibliographical account of 
his life and times. London: Oxford University Press, 1953. 9”. 
Pp. v + 266. 25s. 

[This bibliography is based chiefly on Professor G. D. H. Cole’s collection, 
which is now in the library of Nuffield College, Oxford. It also contains a large 
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number of items not in the Cole collection which Mr. Pearl has been able to locate 
elsewhere. The extent of Cobbett’s writings is so vast, and the editions of the 
more popular of them so numerous, that completeness is scarcely attainable: 
but further research is unlikely now to add more than a little to Mr. Pearl’s list, 
and his long notes on the contents and circumstances of publication of each of the 
items included make a valuable contribution to the biography of Cobbett as wel] 
as to bibliography.] 


Rosrnson (H.). Britain’s Post Office. A history of development 
from the beginnings to the present day. London: Oxford University 
Press, 1953. 9”. Pp.v +299. 2ls. 

[This book is addressed to the general reader. It traces the growth of postal 
services in Britain from Tudor times up till the Second World War. Professor 
Robinson describes in some detail the gradual extension in the scale and scope 
of the Post Office’s activities, and reviews the controversies that have from time to 
time arisen about its administration and the political status of the Postmaster. 
General.] 


SLEEMAN (J. F.). British Public Utilities. London: Pitman, 
1953. 9". Pp.v +270. 20s. 

[The first fifty or so pages of this useful text-book are devoted to a general 
discussion of the characteristic features of the industries customarily included 
under the term public utilities; the remainder of the book deals separately with 
railways, road transport, inland waterways, harbours and docks, civil aviation, the 
Post Office, broadcasting, gas, electricity and water supply. The treatment of 
each industry follows uniform lines, taking in turn its economic characteristics, 
its charges system and its history. The author’s approach is realistic rather than 
theoretical, and although he endeavours to analyse public utilities in terms of 
economic principles, he does not enter into the modern theoretical controversies 
about price and output policy. This is no doubt a deliberate decision on his part, 
but it may be wondered if he does not push it too far by taking as axiomatic, with- 
out discussion, that public utilities must cover their costs unless there are some 
special non-economic grounds for subsidising them. For this reason the general 
chapters of the book cannot be taken as an entirely satisfactory introduction to the 
literature of the subject, though they contain much useful material and good sense. 
The book as a whole may, however, be recommended as a workman-like survey of 
its large field, and as a good antidote to excessively a priori treatments of its 
subject.] 


Tawney (R. H.). The Webbs in Perspective. The Webb 
Memorial Lecture, 1952. London: University of London, 1953. 
8}”. Pp. 21. 2s. 6d. 

[In the first part of this highly characteristic and stimulating lecture Professor 
Tawney discusses the aims which Sidney and Beatrice Webb set up for themselves 
in their work and the methods by which they sought to achieve them. He then 
passes on to consider the relevance of their ideas to present-day problems, and 
suggests that ‘‘ While many of the Webbs’ conclusions continue to be rejected, the 
premises of their thought have silently won their way.’’] 


Trevor-Roper (H. R.). The Gentry 1540-1640. Economic 
History Review Supplements; No. 1. London: Cambridge Univer- 
sity Press for the Economic History Society, 1953. 10”. Pp. 55. 5s. 

(This interesting and distinguished paper is the first of the series of supple- 
ments to the Economic History Review projected by the Economic History 
Society. In it Mr. Trevor-Roper advances reasons for doubting the validity in 
certain important respects of Professor Tawney’s interpretation of the period 
1540-1640 as the century of “ the rise of the gentry.’’] 


Were (Srr C. M.). Civilian Assignment. London: Methuen, 
1953. 9”. Pp. vii + 182. 2ls. 

[For thirteen years, from 1938 to 1951, Sir Cecil Weir was one of the men who 
were called in when Ministers and the Civil Service were confronted by a problem 
which required more than ordinary organising and administrative gifts for its 
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solution. Sir Cecil Weir has described some of the tasks that were thus loaded on 
tohim. He starts with the Empire Exhibition at Glasgow in 1938. He goes on 
to be Commissioner of Civil Defence for the western district of Scotland in the 
critical early years. He is brought down to London in 1940 to create an export 
drive when gold and dollars are running out and lend-lease not yet in sight. He is 
put in charge of factory and storage space when departmental competition made 
control an inevitable necessity. He proceeds to the concentration first of the 
hosiery industry and then other industries as release of factory space and man- 
power become urgent. Penicillin is one of his next activities, sandwiched in 
between dozens of other responsibilities as Director General of Equipment and 
Stores at the Ministry of Supply. The latter include the jerrican and demobilisa- 
tion clothing for the whole of the Forces. With the war over, he is at once 
involved in relief and rehabilitation of liberated areas. Then to Germany to 
succeed Sir Percy Mills in 1946 as head of the economic side in the Control Com- 
mission. Finally, after three years in Germany he becomes chairman of the 
Dollar Exports Board when it was dollar exports or death for the United King- 
dom. Sir Cecil Weir’s modest account of these busy years will delight those who 
knew and admired him and recall those busy days. But it is in some respects too 
modest. His problems and his colleagues are but lightly and briefly sketched, and 
we are allowed scarcely a glimpse behind the scenes of the very real difficulties 
and great responsibilities which Sir Cecil Weir encountered and conquered over 
those years. ] 


Wuuwort (F. B.). The Time for Decision. An industrialist looks 
at life. London: The Saint Catherine Press, 1953. 74”. Pp. 202. 
lis. 

[The author is a well-known Birmingham industrialist. He is an enthusiastic 
believer in encouraging the corporate spirit in industry. He is confident that if 
this is achieved it will destroy the attractions of socialism and restore the country 
to prosperity and political greatness. His approach may be indicated by quoting 
the list of ‘‘ preferences ’’ with which his book concludes: “‘ conscious necessity ; 
solvency before bankruptcy; orderliness; country before party; unpopular 
measures before popular palliatives; wisdom before foolishness; stability for 
weakness; decision for indecision; exports before imports; national prosperity 
before electoral ‘ votes’; deflation before inflation; sound for unsound finance ; 
overseas prestige before the loss of dignity as, for example, ‘The Persian 
Calamity.’ ’’] 


Wricat (L. C.). Scottish Chartism. Edinburgh: Oliver & 
Boyd, 1953. 84”. Pp. 242. 2ls. 
[To be reviewed.]} 


Indian 


Gaver (D. R.). Poona: a Socio-Economic Survey. Part II. 
Poona: Gokhale Institute of Politics and Economics, 1952. 10’. 
Pp. 324. 30s. 


[This is the second volume in a series of socio-economic studies of Poona, the 
first of which appeared, and was noted, in 1945. This volume covers a variety of 
aspects, including the growth of the town, its housing, community organisation, 
municipal government, education and public health.] 


_Krisuna (V. S.). International Economic Co-operation. Sir 
William Meyer Lectures for 1949-1950. Madras: University of 
Madras, 1952. 10”. Pp. 146. Rs 10/-. 


[The six lectures were given before the University of Madras by Dr. Krishna, 
the Vice-Chancellor of Andhra University. Their subjects were: ‘‘ The nine- 
teenth century world economic order ”; “‘ disintegration and beginning of mutual 
aid”; ‘extraordinary aids”; ‘chronic disequilibrium and world economic 
development ”; “technical assistance and provision of long term capital ”’; 

equitable exchange rates and non-discrimination.”’] 
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PHELPS Brown (E. H.). Economic Growth and Human Welfare. 
Three lectures delivered to the Delhi School of Economics. Delhi: 
Ranjit, 1953. 7”. Pp. 55. 3s. 6d. 

[Professor Phelps Brown discusses in these interesting and notably well. 
written lectures some of the human and social problems raised by the progress of 
economic development. In the first lecture he considers some of the chief diff. 
culties facing countries at present embarking on a programme of industrialisation, 
He suggests that these difficulties are essentially the same as those faced by 
Britain and other older industrial countries at an earlier date in their history, and 
goes on to give his support to the view now so fashionable, especially in the United 
States, that the chief means of overcoming these difficulties lay in the development 
of a dynamic entrepreneurial class. In considering the circumstances most 
favourable to the development of the entrepreneurial mentality, the author 
accords high importance to ease of communications, as enlarging the sphere of 
business operations and making possible the conduct of business on a basis more 
impersonal and less bound by conventional customs and notions of morality than 
is likely to exist in a narrowly localised economy whose members are closely 
linked by personal ties. In the other lectures Professor Phelps Brown discusses 
with special reference to Great Britain some of the tensions and discontents 
arising in an industrial society and the response they evoke. In the brief space 
at his disposal the author is naturally obliged to leave many of his most interesting 
ideas without any documentation, and no doubt many readers will not agree with 
the whole of his interpretation of British experience. No one, however, can fail 
to be interested and stimulated by reading what he has to say.] 


American 


Buiack (J. D.). Introduction to Economics for Agriculture. New 
York : The Macmillan Company, 1953. 93”. Pp.v +727. $6.00. 
[To be reviewed. ] 


Cannon (J. T.) and WicHERT (J. A.). Marketing: Text and Cases. 
London: McGraw-Hill, 1953. 9”. Pp. vii + 627. Sls. 

[This lively text-book is intended for the use of college students of marketing, 
and is based on the experience gained by its authors in teaching the subject in the 
University of Kansas. A feature is the inclusion of case studies throughout the 
text to illustrate the principles enunciated and to stimulate the student to think 
out practical problems for himself.] 


CHARNES (A.), CoopeR (W. W.) and Henperson (A.). An Intro- 
duction to Linear Programming. New York: John Wiley (London: 
Chapman & Hall), 1953. 11”. Pp. 74. 20s. 


{Linear programming and its economic analogue, known as activity analysis, 
have been among the more fruitful developments of mathematical economics in 
recent years. The basic formal results have, however, only been available in 
advanced mathematical contexts or in the cumbersome economic treatments 
produced at the Chicago cloister. The treatment of the elementary mathematical 
theory in this booklet by A. Charnes is thus to be welcomed, both on this count 
and for his extensions of the theory. This exposition should be of considerable 
value to anyone who has a grounding in linear algebra and wishes to learn some- 
thing of the possibilities of this technique. About a half of the book is marred by 
what is termed an ‘‘ economic introduction ” due to W. W. Cooper and A. Hen- 
derson. The student with only a limited time at his disposal should not spend too 
much of it in trying to understand this introduction or why it was written.] 


Gorpon (R. A.). Business Fluctuations. New York: Harper & 
Brothers (London: Hamish Hamilton), 1952. 84”. Pp. vii + 624. 
40s. 

[To be reviewed.] 


Kuznets (S.) assisted by JenKs (E.). Shares of Upper Income 
Groups in Income and Savings. New York: National Bureau of 
Economic Research, 1953. 9”. Pp.725. $9.00. 

[To be reviewed.] 
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LEONTIEF (W.) AND OTHERS. Studies in the Structure of the 
American Economy. Theoretical and empirical explorations in 
input-output analysis. New York: Oxford University Press, 1953. 
9)". Pp.v +561. 88s. 


[To be reviewed. ] 


Myers (W. S.), Jonnson (J. L.) and Martin (J. W.). Kentucky 
Income Payments by Counties, 1939, 1947, 1950 and 1951. Lexington, 
Kentucky : Bureau of Business Research, University of Kentucky, 
1953. 11”. Pp. 37. 


[A further instalment in the series of regional income studies undertaken by 
the Bureau of Business Research in the University of Kentucky. ] 


Narratin (A.), Netson (B. N.), Srptey (M. Q.) and CaLHoun 
(D.C.) (Editors). An Introduction to Social Science. Chicago: J.B. 
Lippincott, 1953. 10”. Pp. v + 1123. 


[This massive volume is designed to provide the basic reading for a one-year 
undergraduate course in general social science. Its three parts are entitled 
respectively ‘‘ Personality,” ‘‘ Work” and ‘‘ Community.’ The text consists of 
134 passages averaging about seven or eight pages in length, with brief introduc- 
tory essays by the editors in each section. The authors drawn upon range from 
Plato and St. Augustine through Freud and Marx to Senator Kefauver and 
Professor Samuelson. ] 


Prerson (F. C.). Community Wage Patterns. Los Angeles: 
University of California Press, 1953. 94”. Pp.213. $3.75. 


[This is a study of the wage level and the inter-industry structure of wages in 
the Los Angeles area as compared with other parts of the United States. The 
author subjects to statistical analysis the relation between wages and the type of 
commodity produced, employment and productivity in different industries and 
industry groups, and also deals, necessarily in more descriptive manner, with the 
effects on wages of the growth of trade unionism in California in recent times. 
His general conclusion is that ‘‘ wages in different industries and localities form a 
well-knit structure largely controlled by economic and social forces operating on a 
broad regional and national basis.’’] 


TVA. Two Decades of Progress. Washington: United States 
Government Printing Office, 1953. 9’. Pp. 76. 


[This is the nineteenth annual report of TVA. It records its achievements in 
water control, chemical engineering and other spheres, and assesses the contribu- 
tion it has made to an understanding of the economics of resource utilisation 
generally. ]} 


Wiiurams (J. H.). Economic Stability in a Changing World. 
Essays in economic theory and policy. New York: Oxford Univer- 
sity Press, 1953. 83”. Pp. v + 284. 30s. 


[To be reviewed. ] 


Yana (Lren-SHeNG). Money and Credit in China. A _ short 
history. Cambridge, Mass.: Harvard University Press, 1952 (Lon- 
don : Geoffrey Cumberlege, 1953.) 93”. Pp. 143. 25s. 


' [The bulk of this book is devoted to a detailed account of the different types of 
coins and paper money that have circulated at various times in the course of 
Chinese history. The author also deals at length with credit institutions and 
terms of lending and the changes which they underwent in the nineteenth century. 
In an introductory chapter Professor Yang discusses generally in the light of 
Chinese history and traditions the slow development of credit facilities and the 
orientation of such facilities as existed towards high-interest loans for con- 
sumption purposes. ] 
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French 


Framant (M.). Théorie de l’Inflation et Politiques Anti-In- 
flationnistes. Paris: Dalloz, 1952. 84’. Pp. ix + 231. 


[M. Flamant has attempted, in a short compass, to examine a number of the 
theoretical explanations of inflation which have been advanced. He considers the 
concept of an “ inflationary gap ” and the policies appropriate to the removal of 
inflation. The book bears the sub-title, “‘ An Essay in the Application of Key- 
nesian concepts.” The problem of policy with which M. Flamant is concerned, 
indeed, is that of maintaining full employment without falling prey to inflation.] 


Fourasti& (J.). La Productivité. Paris: Presses Universitaires 
de France, 1952. 7”. Pp.118. 150 frs. 


[This is a short study of the meaning of productivity, a discussion of various 
measures of it, and of the factors which influence its growth. The term “ produc. 
tivity ” is much abused; the wide measures which have perforce been used have 
their greatest weakness in that it is very difficult to assign to them any precise 
meaning. In this dangerous field, M. Fourastié has attempted to combine 
simplicity with generality.] 


GABILLARD (J.). La Fin de l’Inflation. Observation Economique, 
No. V. Paris: Société d’Edition d’Enseignement Superieur, 1952. 
10’. Pp. vii + 359. 


[To be reviewed.] 


Lz Bourva (J.). L’Inflation Frangaise d’Aprés Guerre 1945-1949. 
Paris: Armand Colin, 1953. 93’. Pp. 381. 


[To be reviewed.] 


Lockres (Marc DE). Les Mouvements de Prix aux Etats-Unis 
dans la période de reconversion. Paris: Armand Colin, 1952. 10’. 
Pp. 223. 

[This book is designed to deal with: (a) a statistical survey of the develop- 
ment of American prices in the post-war years; (b) analysis of the main factors 
governing that development; (c) the influence of the State in regard to the Ameri- 
can price-level; (d) similarities and differences between cyclical movements and 
problems of reconversion. M. de Logéres has sought to cast light on important 
aspects of a remarkable period in the economic history of the United States.] 


Rist (M.). La Federal Reserve et les Difficultés Monétaires 
d’aprés Guerre, 1945-1950. Paris: Armand Colin, 1952. 94". Pp. 
365. 


[M. Rist has made a study of the position of the Federal Reserve Banks in the 
United States after the War. His analysis is conducted on both the theoretical 
and applied planes: it is preceded by a brief outline of the American banking 
structure. He examines the powers of the Federal Reserve system and what he 
sees as its subjection in recent years to the Treasury. ‘The final sections are 
eoncerned with the author’s interpretation of American experience in the light of 
contemporary monetary theory and the theory of central banking.] 


Belgian 


JACQUEMYNS (G.). La Fermeture des Magasins le Dimanche et en 
Semaine. Bruxelles: Parc Léopold, 1952. 8}”. Pp. 60. 
[This little book contains the results of inquiries conducted among the peoples 


affected, concerning the advisability of legislation to prohibit Sunday and late 
evening work among independent traders and artisans in Belgium.] 
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German 


ScHNEIDER (E.). Einfiihrung in die Wirtschaftstheorie. Volume 
Ill. Geld, Kredit, Volkseinkommen und Beschaftigung. Tiibingen : 
J.C. B. Mohr (Paul Siebeck), 1952. 94”. Pp. vi + 220. DM. 14. 

[This is the third and final volume of Professor Schneider’s Introduction to 
Economic Theory, the first two volumes of which have already been translated into 
English and reviewed in the June issue of the JourRNAL, p. 407. In the brief 
compass of some two hundred pages Professor Schneider here covers the theories 
of money, banking and the determination of national income and employment. 
The treatment is abstract throughout but extremely clear; in the latter part of 
the book the treatment of the Keynesian model and its variants tends to be 
rather algebraic, but even here the student will be grateful for the simple presenta- 
tion and derivation of the formal properties of the models.] 


StisseER (R.). Grundgedanken, Methoden und Ergebnisse der 
schweizerischen Agrarmarkt und Ernaéhrungspolitik. Kiel: Institut 
fir Weltwirtschaft an der Universitaét Kiel, 1953. 94”. Pp. 183. 
DM. 15. 

[This is a thorough survey of the fortunes of the Swiss agriculture in the last 
twenty-five years. Special attention is given to agricultural policy after 1938, the 
object of which was to change the structure of production in order to ensure a 
steadier income level.] 


Swiss 


Hitt (W.). Die Industrialisierung der Agrarstaaten und ihre 
Riickwirkungen auf die europiische Textilindustrie. Zurich: Poly- 
graphischer, 1953. 83”. Pp. 349. Sw. Fr. 17.70. 

[This study falls into two parts. In the first the author traces in considerable 
detail the industrialisation of Japan, China, India and Latin America in the last 
half century. The treatment relies heavily on statistical series culled from many 
sources, and this section of the book provides a useful survey of the available 
material. The second part considers the effects of the industrialisation of these 
countries on the European textile industries and sets out the well-known and 
depressing conclusions. ] 


Rrepie (H.). Hermann Heinrich Gossen 1810-1858. Ein Weg- 
bereiter der modernen 6konomischen Theorie. Winterthur: P. G. 
Keller, 1953. 83". Pp. 137. Sw. Fr. 12. 

[To be reviewed. ] 


Dutch 


VERDOORN (P.J.). Welke zijn de achtergronden en vooruitzichten 
van de economische integratie in Europa, en welke gevolgen zal deze 
integratie hebben, met name voor de welvaart in Nederland? The 
Hague: Centraal Planbureau, 1952. 94”. Pp. 95. 

[This article analyses the consequences of the economic integration of Europe 
and, in particular, the possible effects that this may have on Holland. There are 
a number of suggestive, if ambitious, analyses of the relations between the levels 
of national income and production in tertiary industry, of the level of production 
and productivity, and of the amount of investment required for a given volume of 
production in various industries. ] 


Official 


BRITISH 


_ Txomas (G.). Labour Mobility in Great Britain 1945-1949. An 
Inquiry carried out for the Ministry of Labour and National Service. 
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London: Central Office of Information, 1953. 
appendices. 
[To be reviewed.] 


CANADIAN 


GOVERNMENT OF CANADA. DEPARTMENT OF TRADE AND Com. 
MERCE. Private and Public Investment in Canada. Outlook 1953. 
Ottawa : Queen’s Printer, 1953. 93”. Pp. 22. 

[This report foreshadows a considerable increase in total investment in 
Canada in 1953, accompanied by some substantial shifts in its structure. These 
stem chiefly from the completion or near completion of defence projects. Expen- 
diture on construction is expected to increase particularly rapidly, whereas a 
slight decline is expected in the volume of investment in machinery and equip- 
ment. ] 


GOVERNMENT OF CANADA. DEPARTMENT OF TRADE AND Com- 
MERCE. Supply of Building Materials in Canada. Outlook 1953. 
Ottawa: Queen’s Printer, 1953. 94”. Pp. 24. 

[This is a companion to the report on prospects for investment in Canada in 
1953 noticed above. Reasons are given for expecting that the supply of building 
materials in 1953 will on the whole be adequate to support the heavy construction 
programme in prospect.] 


INTERNATIONAL 


ORGANISATION FOR EUROPEAN Economic Co-oPERATION. Euro- 
pean Economic Co-operation. A third Survey prepared by the 
Organisation for European Economic Co-operation for the Council of 
Europe. Paris: O.E.E.C., 1952. 93”. Pp. 25 + annexes. 5s. 

(The main text of this report contains a brief survey of economic developments 
in Europe in 1951 together with an account of the work done by O.E.E.C. during 
that year. It is accompanied by three substantial annexes : the first and longest 
on the prospects for European economic expansion in the next few years, the 
second on international co-operation in the sphere of raw materials and the third 
an account of the work of O.E.E.C. in connection with overseas development. ] 


ORGANISATION FOR EUROPEAN Economic Co-OPERATION. The 
Internal Financial Situation in member and associated countries. 


Paris: O.E.E.C. 1952. 93”. Pp. 55. 2s. 6d. 


[This is a short report prepared by a group of independent economists, namely 
C. Bresciani-Turroni, E. R. Lindahl, A. W. Marget, M. Masoin, L. C. Robbins, 
J. Rueff and E. Schneider. It contains critical discussions of internal financial 
developments and policies in the United States, France, the United Kingdom and 
Belgium in 1950-52, with briefer accounts of events in other European countries.] 


INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT. 
The Economic Development of Ceylon. Report of a mission organised 
by the Bank at the request of the Government of Ceylon. Baltimore: 
Johns Hopkins University Press (London: Geoffrey Cumberlege), 
1953. 94". Pp. v + 829. 60s. 

[To be reviewed.] 


UnitepD Nations. Report on a Special United Nations Fund for 
Economic Development. New York: United Nations Department of 
Economic Affairs, 1953. 9”. Pp. vii +61. 3s. 9d. 


(This is the unanimous report of a Committee appointed at the request of the 
Economic and Social Council of the United Nations, endorsed by the General 
Assembly in December 1952. The terms of reference required the Committee to 
prepare “‘a detailed plan for establishing, as soon as circumstances permit, 4 
special fund for grants-in-aid and for low-interest, long-term loans to under- 
developed countries.”” The report recommends that the Fund—to be known as 
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SUNFED—should be financed by voluntary pledges of continuing contributions 
from member countries, rather than by an initial fully paid-up capital fund, and 
that it should not be established till a minimum of $250 million has been pledged. 
The avowed purpose of the Fund would be to grant loans on more generous terms 
than those available from the International Bank or commercially, and to finance 
projects of a non-self-liquidating character that would otherwise be unable to 
secure support. It is recommended that assistance from the Fund should be 
givon only to governments and only on the request of governments. ] 


UniteD Nations Foop AND AGRICULTURE ORGANISATION. Euro- 
pean Timber Trends and Prospects. Geneva: United Nations, 1953. 
11’. Pp. iii +315. 25s. 

[This large-scale study contains detailed surveys of the course of consumption, 
production and trade in each of the chief categories of industrial timber in Europe 
since 1913, and analyses likely future developments. The authors find that the 
absence of any increase in the consumption of timber in Europe between 1935-38 
and 1950, and the actual sharp decline in consumption in Germany and the United 
Kingdom over that period, are to be attributed much more to supply deficiencies 
than to technical changes making possible the replacing of wood by other materials. 
The deficiency in supply was largely due to the reduced level of imports from the 
U.S.S.R. and North America. Calculations are furnished to show the likely 
balance of supply and demand for timber in 1960 on various assumptions, and 
suggestions are made as to the best means of increasing supply and economising 
use. ] 
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